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IN THIS ISSUE 


“The question which we should ask ourselves today is — what 
sort of a body do we hope to be 25 or 50 years from nowP If we 
are to aspire to more substantial recognition by the community we 
must be prepared to face up to the responsibilities which a position 
of prominence or leadership necessarily entails.” 


The article from which the above 
quotation was taken is a review of 
the profession by J. Grant Glassco, 
presented at the 53rd annual meeting 
of The Canadian Institute of Chart- 
ered Accountants. Mr. Glassco ana- 
lyzes the profession’s educational and 
training requisites, the operations of 
the Institute and the problems con- 
nected with research. He makes it 
plain that any claim to be regarded 
as a profession would surely fail if the 
membership neglected its responsi- 
bilities for the improvement of the 
art of accounting or ceased to strive 
towards technical perfection. 

There are few men in the profes- 
sion who can discuss this whole sub- 
ject with such authority and foresight 
as the Canadian Institute’s past presi- 
dent. Mr. Glassco has been a chart- 
ered accountant for almost 30 years 
and a partner of Clarkson, Gordon 
Co. since 1935. He was a founder of 
The Canadian Tax Foundation and is 
prominent in accounting circles far 
beyond our Canadian boundaries. 


CYRIL J. WOODS, F.I.A., F.S.A. 

The growth of pension plans in re- 
cent years has been remarkable, stim- 
ulated by high levels of taxation, the 
changed attitude of society to retire- 
ment, the Government's old age secur- 
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ity legislation and the trade union de- 
mands for retirement benefits. The 
principles of pension underwriting 
should therefore be well understood 
by accountants who may be called 
upon to advise their clients on this 
subject. 

An employer rarely enters upon a 
longer term project than that of a 
pension plan, says Cyril J. Woods, in 
his article “The Underwriting of Pen- 
sion Plans” and the author points out 
that the method of underwriting may 
significantly affect the usefulness of 
the plan for many years. The pen- 
sion plan regulations, the employee 
relations and the financial strength of 
companies vary so much that the un- 
derwriting method requires individual 
consideration in every case. 

Cyril J. Woods is a Fellow of the 
Institute of Actuaries and a Fellow of 
the Society of Actuaries. He has had 
a long association in the field of life 
insurance and is now a director of 
William M. Mercer Limited, the larg- 
est Canadian firm of consultants and 
actuaries in the field of employee pen- 
sion and welfare plans. 


J. H. COLLINS, F.C.A. 


If you attended the recent annual 
meeting of The Canadian Institute of 
Chartered Accountants you would 
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have heard John H. Collins talk on 
“The Requirements of the Ontario 
Securities Commission”. The Prov- 
ince of Ontario had securities legisla- 
tion prior to the Securities Act of 
1945, but the present concept of ad- 
ministration started with the enforce- 
ment of this Act, later revised in 1950. 

The present Act is of the type 
known as a “full disclosure” statute 
and in its administration the Ontario 
Securities Commission attempts to ap- 
ply the requirements of full, true and 
plain disclosure to both the financial 
statements and the statutory informa- 
tion contained in a prospectus. John 
H. Collins in his article “The Ontario 
Securities Commission” deals mainly 
with the application of these require- 
ments to the financial statements and 
goes on to outline the role of the au- 
ditor. 

During the last war the author was 
in the office of the Auditor-General of 
Canada and has been with the On- 
tario Securities Commission for the 
past ten years. Since 1952 he has 
served as registrar. He became a 
member of the Institute of Chartered 
Accountants of Ontario in 1933 and a 
few years ago acted on the Canadian 
Institute’s Committee on the Revision 
of the Companies Act, Canada and on 
the Ontario Institute’s Committee on 
the Revision of the Ontario Compan- 
ies Act. In 1953 he was made a Fel- 
low of the Institute. 


WILLIAM ROBSON 

As far back as the early 30's a 
Royal Commission, headed by Lord 
MacMillan, in framing its reeommen- 
dations for the creation of the Bank of 
Canada noted that the new central 
bank would be somewhat handicap- 
ped by lack of a “money market” in 
Canada. In June of last year the 





long standing desire of our monetary 
authorities to have a “money market” 
became a reality and while it is still 
in its infancy it promises to be as use- 
ful in the overall economy of the 
country as the older established, 
longer term securities market. 


In William Robson’s article “The 
Canadian Money Market”, the au- 
thor deals with the background and 
benefits of this addition to the me- 
chanics of operating in short term se- 
curities. William Robson has been ac- 
tively engaged in bond trading ac- 
tivities for the past 25 years, which 
puts him in a sound position to ap- 
praise critically what has been hap- 
pening up to this time. He is a direc- 
tor of A. E. Ames & Company Limit- 
ed, with whom he has been associated 
for over 30 years and is presently in 
charge of the company’s bond trad- 
ing organization. 


‘CAMPBELL W. LEACH, C.A. 


Canada’s attractiveness as a place 
for investment and the magnitude of 
amounts spent during the past fif- 
teen years on the development of her 
natural resources and industry are 
generalities which are on everybody's 
tongue. This increased activity 
means, however, that the accountant 
must have first rate knowledge on the 
subject of prospectuses if he is to keep 
his place in the financial community. 
Campbell Leach’s article “Spotlight 
on Prospectuses” is a most timely one 
and the first part of a series of five 
articles starts with this issue. In the 
course of the series he will describe 
the methods by which a security is de- 
signed or “built” and then sold or 
“distributed” before going on to ex- 
plain some aspects of the conditions 
under which it is marketed. He will 
also repurt on the accounting require- 
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ments of the prospectus itself under 
various conditions. Mr. Leach has 
been practising his profession for al- 
most 25 years, having become a mem- 
ber of the Institute of Chartered Ac- 
countants of Quebec in 1931. He has 
served as a member of Council of the 
Institute and is a former governor of 
the Canadian Tax Foundation. He 
is presently a partner of McDonald, 
Currie & Company of Montreal. 


L. G. MACPHERSON, C.A. 

This year’s convention of The Can- 
adian Institute of Chartered Account- 
ants covered, at considerable length, 
financial statements and financial re- 
ports. The view was expressed by the 
majority of speakers that there is still 
plenty of room for progress and that 
the profession should take a definite 
lead in assisting business in the im- 
provement of financial reporting. Our 
editorial this month focuses attention 
on a new booklet “Financial Report- 
ing in Canada” which it is hoped will 
be ready for publication later this 
year. It is a project of the Account- 
ing and Auditing Research Commit- 
tee of the Canadian Institute and has 
been prepared under the guidance of 
Lawrence Macpherson. 

Mr. Macpherson, who is a director 
of research for the Institute, is the 
author of this month’s editorial on 
“Improvements in Financial Report- 
ing”. He is a partner in the firm of 


England, Leonard and Macpherson ° 


of Kingston and associate professor 
at the School of Commerce and Ad- 
ministration, Queen’s University, 
Kingston. 


C. E. C. STEWART, C.A. 


In his article “Insurance Coverage 
— The Onus on the Auditor”, C. E. C. 
Stewart says that the auditor is re- 





tained to report on the state of his 
client’s financial affairs and any con- 
tingency which may have an adverse 
effect on them should come within 
his examination. Why, then, he 
claims, should he not consider the 
possibility of a fire or other casualty 
which might wipe out his client com- 
pletely? 


There is no thought that the audi- 
tor should delve into the realm of the 
insurance agent or broker but is it not 
logical that the accountant, by vir- 
tue of his training, experience and 
relationship in regard to his client’s 
financial affairs, can be of exceptional 
service in familiarizing himself with 
the various types of insurance poli- 
cies? The author has looked at the 
problem in a general way and set 
down some of the principles for the 
auditor to follow in order to disclose 
to his client any serious deficiencies in 
insurance coverage. 


Mr. Stewart articled with McDon- 
ald, Currie & Company in Montreal 
and opened a branch for the company 
in Vancouver in 1948. He has served 
on the Budget Committee of the Com- 
munity Chest of Vancouver. He is 
presently employed with Price Water- 
house & Company with whom he has 
been associated since 1951. 


ARTICLE WRITING COMPETITION 


The notice of The Canadian Chart- 
ered Accountant article writing com- 
petition has appeared in every issue 
except one since the competition was 
first announced in July. The response 
so far has been encouraging, but this 
reminder about it is being inserted 
for the benefit of those who still may 
not be aware of the competition. The 
contest closes at midnight on Febru- 
ary 29, 1956. 
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New C.LC.A. President 

Gerald E. Martin of Halifax suc- 
ceeded J. Grant Glassco, O.B.E. as 
president of the Canadian Institute 
on September 13. The new president 
celebrates his 20th year as a chart- 
ered accountant this year and is a 
senior partner of Lee & Martin, Hali- 
fax, N.S. Mr. Martin was elected 
president of the Institute of Chartered 
Accountants of Nova Scotia in 1941 
and in 1950 he held an appointment 
with the Royal Commission on Prices 
in Newfoundland. 


Memorial Plaque 


A memorial plaque to the memory 
of those members and students who 
died in the two World Wars was un- 
veiled at the C.I.C.A. offices on Sun- 
day, September 11 by Colonel W. D. 
Lockhart Gordon, D.S.O., life member 
of the Ontario Institute. Those taking 
an official part in the ceremony in- 
cluded J. Grant Glassco, president of 
the Canadian Institute, J. A. de La- 
lanne of Montreal, a member of the 
C.1.C.A. executive, and Derek Lukin 
Johnston, past president of the Insti- 
tute of Chartered Accountants of Brit- 
ish Columbia. The praver of dedica- 
tion was given by Lieutenant-Colonel 
J. P. Browne, M.C., C.D., Command 
Chaplain, Army Central Command, 
Oakville. The oak plaque which fea- 
tures a border design of silver leaves 
was designed by Alexander Scott Car- 
ter, R.C.A. M.R.A.LC. and was the 


gift of the ten Provincial Institutes. 
Because of space limitations, the cere- 
mony was private and attendance was 
confined to members of Council and 
their wives. 


7th International Congress 

In the March issue reference was 
made to the 7th International Con- 
gress of Accountants to be held in 
Amsterdam in 1957. Word has now 
been received that the dates of the 
congress have been changed from 
mid June to September 9-13. 


Internal Auditing Course 

The Institute of Internal Auditors, 
Toronto Chapter, is holding an ad- 
vanced course in internal auditing at 
the University of Toronto, beginning 
January 10, 1956. The course is de- 
signed for those seeking advanced 
knowledge on a managerial level and 
the lecturers will be accomplished 
speakers with managerial experience. 
Full details and application forms can 
be obtained from the Director, Uni- 
versity Extension, University of Tor- 
onto, 65 St. George Street, Toronto, 
Ontario. 


International Tax Congress 

J. Harvey Perry, director of the 
Canadian Tax Foundation, recently 
attended the 9th Congress of the In- 
ternational Fiscal Association held in 
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-and they say, automation | 
is the cliché of the year” 9” 











t HE prominent publication which quoted that phrase 
approvingly, went on to say: ‘What's usually called ‘auto- 
mation’ is simply a higher degree of mechanization designed 
to increase production and raise the level of efficiency." 
We're not inclined to quibble—whether you call it ‘office 
automation" or just plain efficiency, we know an Addresso- 
graph-Multigraph System can be a profitable investment for 
your firm, as it has been for 11,265 other Canadian Companies. 


An A-M System eliminates unnecessary repetitive writing, 
speeds up operations and eliminates human error. The result: 
a new high in office efficiency, a new low in office overhead. 
We'd like to show you how A-M writing and duplicating 
methods can brighten your profit picture. Get in touch with 
your nearest A-M office—our representative will tell you 
more about our contribution to office efficiency. 


---Save time with an A-M system 





Production Machines for the Modern Office 





Addressograph-Multigraph of Canada Ltd., 42 Hollinger Rd., Toronto 16 


Branches throughout Canada 
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Amsterdam. He contributed a paper 
dealing with tax law in Canada. 


Tax Foundation Conference 


The 9th Tax Conference of the 
Canadian Tax Foundation will be 
held in Toronto on November 7 and 
8. The Foundation is a non-profit or- 
ganization established by the Cana- 
dian Bar Association and The Cana- 
dian Institute of Chartered Account- 
ants to undertake study in the field 
of taxation in Canada. It has no po- 
litical affiliations and is not an advo- 
cate of any class or group of taxpay- 
ers. It is supported by private dona- 
tions and early in 1955 had a total 
membership of some 1,850 individu- 
als and companies. 


The Honourable Joseph R. Small- 
wood, Premier of Newfoundland, has 
accepted an invitation to speak at 
the closing banquet on Tuesday even- 
ing, November 8. Seven papers and 
eight panel discussions have been 
scheduled on income tax, sales tax 
and death tax. Ross Thatcher, inde- 
pendent member of Parliament for 
Moose Jaw, Saskatchewan, John 
Deutsch, an Assistant Deputy Minis- 
ter of Finance, and Arthur J. Child, 
vice-president of Canada Packers 
Limited, will exchange views on the 
control of government expenditure. 
Henry White, Q.C. of Toronto and 
L. C. Frewin of Montreal, chairmen 
of the Taxation Committees of the 


Canadian Bar Association and The: 


Canadian Institute of Chartered Ac- 
countants, respectively, will discuss 
1955 tax highlights; Eugene Oakes, 
Chief, Tax Division, Analysis Staff, 
U.S. Treasury Department and J. 
Harvey Perry, director of the Cana- 
dian Tax Foundation, will review 
tax developments in the United States 
and the United Kingdom. 





The remaining speakers and discus- 
sion group leaders will consider such 
matters as income tax affecting the 
purchase or sale of a business, the re- 
vision of death and sales taxes, corp- 
orate tax developments, the overlap- 
ping of federal and Quebec rules for 
corporate profits tax credit and the 
personal income tax. Speakers in- 
clude J. Gear McEntyre, Deputy Min- 
ister of National Revenue, and Dr. A. 
K. Eaton, an Assistant Deputy Min- 
ister of Finance. 


Among speakers for the legal pro- 
fession will be Beverley Matthews, 
Q.C. and Terrence Sheard, Q.C. of 
Toronto and H. Heward Stikeman, 
Q.C. and John De M. Marler of Mont- 
real. Taking part in discussions on 
behalf of the chartered accountants 
will be Willard Hamilton and A. W. 
Gilmour of Montreal and J. S. Innes 
of Toronto. It is expected that 
around 500 members from all parts 
of Canada will attend the two dav 
conference. 


Provincial Financial Statistics 


The Continuing Committee ap- 
pointed at the Sixth Dominion-Pro- 
vincial Conference on Provincial Fi- 
nancial Statistics held its second meet- 
ing in Halifax, N.S. on September 6. 
Mr. G. D. Iliffe, Comptroller General, 
Province of Manitoba, acted as chair- 
man and Mr. G. A. Wagdin, Chief of 
the Federal and Provincial Finance 
Section of the Public Finance and 
Transportation Division, has been ap- 
pointed secretary of the committee. 


A number of provincial govern- 
ments reported progress on previous 
conference recommendations towards 
uniform statements in public ac- 
counts. 
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Toronto, Ont., Oct. 6, 1955 


Sir: I would like to comment upon the let” 


ter appearing in the September issue of 
The Chartered Accountant, written by Pro- 
fessor K. F. Byrd, C.A., pointing out the 
apparently unwarranted implication of my 
article “A Closer Look at the Final Exam- 
ination Results”. I appreciate that any gen- 
eral statement applicable to broad cate- 
gories or classifications might very well be 
unfair to one or more of the components 
of the classifications. 

For the sake of clarity, an analysis such 
as I presented must of necessity be kept 
on a very broad and general level. Any 
further breakdown of the various educa- 
tional background classifications would 
make the analysis so detailed and cumber- 
some that it would be of very little use. 
For example, the “high school graduates” 
could very easily have been broken down 
between grades 11, 12 and 13. In addi- 
tion, the group “Bachelor of Commerce” 
represents a wide variety of quite independ- 
ent university degrees. Exception to my 
general remarks could probably be taken 
by many of the components of each of the 
categories. 

My intention was not to differentiate be- 
tween the success achieved by graduates 
of various educational institutions across 
Canada, but to present some general ob- 
servations based upon common levels of 
educational achievements. 


GERTRUDE Mutcany, C.A. 
Secretary, 
Board of Examiners-in-Chief 


Willowdale, Ont., Oct. 1, 1955 


Sir: After studying the latest amendments 
to the Income Tax Act, I would like the 





profession to give some consideration to the 
unfairness of taxing working mothers on 
their payments for child care. 


As far as I have been able to ascertain. 
if there is no father by law a mother may 
claim an exemption of $2,000 for maintain- 
ing a self-contained domicile with a de- 
pendant, and the man in the case will be 
taxed as single. However, if a woman is 
married, each is taxed as single if the wife 
earns over $1,000 giving a total exemption 
of $2,000 plus $150 per child. If the wife 
earns under $1,000 then she is taxed at the 
highest rate on her husband’s income over 
$250 with no allowance for any charges she 
may have put out for child care or house- 
hold help. 

I realize that in part this problem is 
economic and social, for those with children 
must incur many expenses which single 
people do not. 

Likewise the question whether a mother 
should do any work outside the home after 
there is a family can be discussed from 
many angles. However, if a woman has pro- 
fessional or specialized training it seems un- 
fortunate if she is discouraged from doing 
even part-time or supply work by an in- 
come tax ruling. 

For instance, recently I have been doing 
some books at home, watching carefully my 
status with the government. Now if I get 
busy and need extra help, I can either get 
someone to help me with my accounting 
work or I may get someone to take over 
and do part of the housework and care for 
our child. If I take on a job for $6.00 and 
farm it out under my professional stand- 
ing for $5, I am allowed that $5 as an 
expense and I pay my tax on $1, which at 
20% leaves me 80c gross profit. If, how- 
ever, I perform the work myself and hire 
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terse but pungent commentary, this publication will be of 
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1955 year-end statements. Available November 15 — order now. 
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someone to watch our child and do the 
housework, I pay out the $5 but am taxed 
on $6 instead of $1. At 20% I pay out 
$1.20 leaving me with a cash loss before any 
expenses of 20c. 


I would also like to call attention to the 
set-up of the taxation schedules which all 
employers use in making tax deductions for 
their employees. Frequently in suburban 
communities there are businesses which re- 
quire part-time help and these positions are 
most easily filled by married women living 
within the community. Often they take the 
position without any knowledge or thought 
of the taxation rulings and at the year end 
are dismayed to find they have another 
$100 to $200 in taxes to pay because the 
employer has been deducting at single 
status and the husband has not had his tax 
deductions changed. Would it be possible 
to add another sheet to the taxation book 
giving weekly or monthly taxation rates for 
women working around the $1,000 mark 
where the husband is in a certain taxation 
bracket? 

Any justification or enlightment you can 
give me on these problems would be great- 
ly appreciated. 

M. Beryt Barrow, C.A. 


Ottawa, Ont., Sept. 22, 1955 


Sir: May we have your permission to make 
reprints of an article entitled “Electronics 
— The New Concept” by G. Pyrke Powers, 
which appeared in The Canadian Chartered 
Accountant, August 1955? The reprints are 
mainly intended for circulation to the en- 
tire staff of this company. 
E. F. Copp, 
Head Data Processing Department 
Computing Devices of Canada Ltd. 
Editor's Note: Permission was granted 
with pleasure. 
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Professional Advice... 





A professional man . . . a dentist, as a matter of fact . . . came in 
to see us the other day. 






He told us that he needed some investment advice, and from 
what he’d heard of us, he felt we were the people who could help 
him. “You know,” he said, “if you had something wrong with 
your teeth I’d expect you to come to me .. . or to someone like me 
qualified to give you good professional advice. Well right now, 
I need some professional advice about investments. That’s why } 





















I’ve come to see you.” 


We sat down and discussed his problem. It turned out he had 
a good practice . . . had no dependents other than his wife. . . 
and he already had arranged a modest retirement program. But 
he was still practicing and had accumulated funds which he felt, 
if properly invested, would permit him to add to his retirement 
fund. He wasn’t interested in taking risks . . . he just wanted 
good sound investments. 
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We put some thought on it and came up with a program that 
we felt was best for him. Here was a professional man who wanted 
professional advice. He had come to us because he felt we were 
capable of giving it to him. 


OS RN * 


If, like our dentist, you think you need professional advice 
about investments, we believe we can help you, too. We’d be 
happy to see you in any of our offices . . . of course if it’s more 
convenient just drop us a line. 


- A. E. Ames & Co. 
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IMPROVEMENTS IN FINANCIAL REPORTING 


THE PAST 20 years have seen a great improvement in annual reports 
to shareholders. Along with greater clarity of presentation, many 
of the better reports contain detailed profit and loss statements, state- 
ments of source and application of funds and tables of comparative 
data for five or ten year periods. Today the company which limits 
its financial statement to a balance sheet is indeed suspect as to the 
judgment, if not the intent, of its management, and any company 
which fails to include additional information is missing an opportun- 
ity for good public relations. 

In Canada we cannot claim to have been in the forefront of 
developments, but at least we can say that we have not lagged far 
behind the practice in other countries. In the U.S.A. the strong arm 
of regulation, represented by the Securities and Exchange Com- 
mission, has induced improvement in its train of breaking down 
prejudices against publication of certain information, such as total 
sales. Canadian legislation regarding disclosure of annual financial 
data has not emphasized enforcement, but, nevertheless, the stand- 
ards established from time to time by statute have generally been 
quickly surpassed in practice, at least in the best practice. 

But in some fields we may have clung too long to moribund 
myths. Some financial institutions have been persuaded that full dis- 
closure should not apply to them because of the necessity of main- 
taining a position that will support, or at the very least which will 
not discourage, public confidence. In their opinion, it is fine to re- 
port total gross revenue, but not in the field of finance. It is right to 
show appropriations of profit, except in finance where appropriations 
and expenses should be combined. It is proper for shareholders to 
receive sufficient information about each year’s operations in order 
that they may judge the results of the company’s efforts, except in 
finance where stability is the criterion. This attitude is by no means 
universal, but it is not uncommon. Is it wisdom or is it nonsense? 


We do not profess to have a pat answer, or any answer, to this 
question, but we are concerned about its implications. When gen- 
eral enlightenment in the facts of economic life surpasses recogni- 
tion in “high circles”, trouble may brew, and improvements may be 
effected by legislation which might better have developed freely. 
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To encourage the movement toward improved reporting, the 
C.1.C.A. is about to publish a booklet called “Financial Reporting 
in Canada”. Its purpose is to provide a summary of current account- 
ing practices as shown in published statements, and eventually to 
disclose the trends of developments in reporting practices. The first 
edition will provide a two-year comparison of statements published 
in 1953 and 1954, and it is planned to expand the tables each year 
until at least five years are shown. 

Whether this publication warrants the effort of producing it will 
depend on the uses to which it is put. The annual publication of the 
American Institute of Accountants, “Accounting Trends and Tech- 
niques”, which summarizes the financial statements of 600 companies, 
becomes a well-worn office manual of many accounting firms in the 
United States, and of some in Canada. Our booklet, while much f 
more modest in size, is designed to meet the need of Canadian 
accountants for a ready reference to current practice. It will serve : 
its purpose if its users direct their influence toward the best practice 
shown to exist rather than toward the usual practice where it is not 
the best; and toward better practice than the best shown, where the 
latter is not good enough. 

Efforts toward improvement in financial reporting have included 
extensive use of the “descriptive” balance sheet and statement of | 
operations. Some of these statements, indeed, come close to the t 
point of annoying their readers with financial “baby talk”. It is wise, 
of course, to avoid technical jargon which only the expert will un- 
derstand, but the stories of complex business situations and opera- 
tions cannot be written for grade school primers. 

The readers may represent many points of view. The published 
statements of large companies are of interest to private and institu- 
tional investors, business and investment analysts, bankers, govern- 
mental agencies, labour representatives and others. If the statements 
were drafted with the needs of only one of these groups in mind, 
they might fail to meet the needs of the others. The investment 
analyst might seek information which is of no interest to the banker, 
while the banker would be concerned with matters of immediate 
liquidity toward which the union official might indicate complete 
indifference. Accountants could properly point out that the purpose 
of a statement must govern its form and content, and that too often 
special-purpose statements have suffered the wrong application. The 
published statement of a company is the only statement seen by 
many groups, however, so it must be drafted to serve all purposes | 


reasonably well. This means that it must often be a compromise 
between the simple and the elaborate, the condensed and the detailed, 
the general and the precise. This is a constant challenge to account- 
ants in public practice and in administration. It is the sort of thing ‘ 
that makes accounting a life-long fascination for an ever-increasing 
number of able people. 
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A Review of the Profession 


J. GRANT GLASSCO 


THERE 1s evidence on every hand of 
the continuing vigorous growth of our 
Institute and in any overall review 
of the state of our profession this as- 
pect must claim first place. Our two 
largest provincial Institutes, each with 
over 2,000 members, have both with- 
in the past year and a half moved in- 
to their own buildings, and in addi- 
tion our Canadian Institute has found 
a permanent home in the C.A. build- 
ing in Toronto. 

This year our Quebec Institute cele- 
brates, along with the Insitute of Eng- 
land & Wales, its 75th anniversary. 
From an original membership of 10 
in 1880, it has grown to nearly 2100 
members today. This extraordinary 
growth represents approximately a 
doubling of the numbers of members 
every ten years; in that, it is paralleled 
by the whole Canadian membership 
which has grown as follows: 


1915 461 
1925 1108 
1935 1844 
1945 2728 
1955 6387 


The growth in number of students 
over the past 30 years affords another 
striking evidence of the vigour of our 


Institutes’ development. In 1925, 77 
students passed their final examina- 
tions; in 1955, 454 celebrated this hap- 
py event. The totals of our students 
at ten year intervals since 1925 have 
been as follows: 


1925 372 
1935 860 
1945 2060 
9155 3929 


The combined financial resources 
of our several Institutes have reached 
imposing proportions, total assets 
coming close to the one million dollar 
mark, and total annual expenditures 
approximating $700,000. 

So let us extend our hearty felicita- 
tions to the Quebec Institute on this 
important birthday, and take due 
note of the substantial footing upon 
which our Canadian professional or- 
ganizations rest after 75 years of 
growth and development in Canada. 


Our Growth Unprecedented 

I am sure you realize that ou 
growth has paralleled imposing de- 
velopments in the accounting profes- 
sion both in Great Britain and the 
United States. The reason for this 
highly accelerated performance 





An address to the 1955 annual conference of the C.I.C.A., Toronto, Sept. 12, 1955. 


375 








376 





throughout most of the English-speak- 
ing world is not hard to find. The 
transformation which has occurred in 
our industrial and commercial institu- 
tions in this period has been unpre- 
cedented. Chartered accountants, to- 
gether with their opposite numbers in 
the United States, the certified public 
accountants, have had to train and 
produce members in sufficient quan- 
tities to provide not only for the 
steadily increasing demands of the 
public accounting field, but also for 
the rapidly expanding needs of com- 
merce and industry for skilled ac- 
countants to participate in manage- 
ment. 


Speaking of this development, that 
dean of the accounting profession, Mr. 
George O. May, had this to say: 


“Some historians, you know, re- 
late the progress of nations with 
the changes in the source of power 
— and accounting history can be 
traced the same way. We moved 
from animal power to steam, from 
steam to electricity, from electricity 
to internal combusion engines — 
and each of these opened up new 
frontiers for accounting. Now we 
are about to enter the greatest era 
of all, the age of the atom. The 
profound changes which will be 
wrought by this new source of 
power will demand as much new 
thinking on the part of the account- 
ant as was required of him in the 
earlier periods. Perhaps more. 
The critical fact about accounting 
today is that its environment has 
changed more in the last 25 years 
than it had in the preceding 75 
vears — and it changed more in 
those 75 years than in the previous 
100 — and more in that 100 vears 
than in the previous ten centuries. 
The world almost appears to be re- 
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volving at a faster pace. And ac- 
counting must be prepared to ad- 
just itself with far greater rapidity.” 


It is an interesting fact that 20 
years ago, taking the country as a 
whole, 75% of the chartered ac- 
countants in Canada were in public 
practice. Today that figure has drop- 
ped to 56% and, in the more highly 
industrialized sections of the coun- 
try, the percentage of our members 
engaged in public practice is not 
more than 50%. It has been charged, 
and not without reason, that our pro- 
fessional bodies have been slow to 
recognize the change which has been 
occurring in this connection. It is 
perhaps only in the last several years 
that many of our Institutes have be- 
come conscious of their responsibili- 
ties towards the non-practising seg- 
ment of their memberships or, as one 
past president, Lorn McLean, pre- 
ferred to describe them, members 
engaged in administrative practice. 


The program for this conference 
will demonstrate beyond all question 
the very valuable contribution which 
these members who have left public 
practice have to make. And it will 
be observed that such contribution or 
participation takes place primarily in 
those sections of our activities which 
we conduct on a national scale and 
are, therefore, the primary interest 
of the Canadian Institute. I refer to 
our research activities, our publica- 
tions, and our conferences, our studies 
of taxation and other legislation. In 
all these fields the experience of the 
chartered accountant in industry is 
such as to develop an informed and 
objective viewpoint, often just a little 
different from that of the public prac- 
titioner, and for that reason excep- 
tionally valuable in reaching a well- 
balanced conclusion. 
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A REVIEW OF THE PROFESSION 


Long Term Policy Considerations 

The principal value in a review 
such as this is that it provides op- 
portunity to re-examine the principles 
upon which we proceed and, in the 
light of such re-appraisal, chart our 
course for the future. The question 
which we should today ask ourselves 
is: what sort of a body do we hope 
to be 25 or 50 years hence? In that 
connection there is a considerable 
choice in the role we may play. Many 
of you will remember that several 
years ago a Royal Commission in Sas- 
katchewan inquired into the whole 
question of public accounting, and 
the part therein to be played by the 
professional societies. In its very 
competent and well-reasoned report, 
the commission was inclined to be 
critical of the chartered accountants 
because they had made no effort to 
make their educational facilities avail- 
able to those employed outside the 
public accounting field. Such criti- 
cisms can be dismissed as unrealistic 
or unfair if one is to accept the pre- 
mise that our Institutes are no more 
than aggregations of skilled practi- 
titioners, banded together for the sole 
purpose of better accomplishing their 
collective aims, principally the educa- 
tion and examination of their stu- 
dents. I am sure none of us will 
fancy such a narrow description; but 
if we aspire, as I am sure we do, to 
more substantial recognition by the 
community, we must be prepared to 
face up to the responsibilities which 
a position of prominence or leadership 
necessarily entails. 


Our Role in Accounting Education 
There is, I feel sure, a growing 
awareness within the profession of 
our responsibility to play our part. 
particularly in the field of education. 
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Within the past several weeks a meet- 
ing of representatives of all the uni- 
versities in Canada engaged in teach- 
ing accountancy was held in Winni- 
peg under the joint auspices of our 
body and the Society of Industrial 
and Cost Accountants. This type of 
assistance to our educational institu- 
tions is, you will appreciate, by no 
means altruistic, as we have in many 
ways a considerable stake in the qual- 
itv of accounting instruction across 
the land. I hope very much that out 
of this cooperative effort will come 
substantial benefits in the develop- 
ment of greater uniformity and the 
avoidance of over-lapping and dupli- 
cation of effort. Perhaps more im- 
portant though than the tangible 
benefits to be gained is the fact that 
we have taken the initiative and pro- 
vided leadership in this important 
area. 


It is, I think, pertinent to this specu- 
lation as to the grounds of future 
policy to ask ourselves how we came 
to be possessed of the privileges 
which we enjoy under the charter 
granted us by the various parliaments. 
We should not fall into the error, as 
professional people often do, of be- 
lieving that the sole purpose of the 
legislation is to recognize our quality 
and to prevent other people encroach- 
ing on our vested rights. The basic 
justification for the passage of any 
legislation of this type, be it for law- 
vers, doctors, architects, or account- 
ants, is that some positive benefit 
thereby accrues to the public. This 
proposition is readily understandable 
when insisting upon proper qualifica- 
tion in a surgeon, but the principle 
that the public should be adequately 
served and not victimized or con- 
fused is equally true of our own legis- 
lation. The Royal Commission on 
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Public Accounting in Saskatchewan, 
to which I have referred, had this to 
say about the public interest in our 
field — 

“The public interest requires that 
there should be available a suffi- 
cient number of public accountants, 
possessing the highest type of quali- 
fications, who are in a position to 
give independent and honest ser- 
vice and advice for a reasonable re- 
ward. The above concept of pub- 
lic service and of public interest 
applies particularly to the case of 
public practitioners rendering inde- 
pendent service to members of the 
public when an employer-employee 
relationship does not exist. It must 
be kept in mind, however, that 
there is also a growing demand for 
accounting services by departments 
of government, Crown corporations, 
cooperatives, and large commercial 
companies where the relationship 
of employer to employee does exist. 
In the latter cases, it is certainly in 
the public interest that accounting 
services of the highest order should 
be rendered to the employer.” 
We can be satisfied, I think, that on 

an overall basis we are meeting the 
tests here laid down. In one respect, 
however, we have an unsolved prob- 
lem, namely how to see that the ser- 
vices of chartered accountants are 
available in every part of the country 
where they may be required. There 
should be one or more public practi- 
tioners in every town of any size in 
Canada, and their services should be 
available at a reasonable level of fees. 
I do not suggest that as an Institute 
we can bring this about directly, but 
we should individually understand 
the problem and do what we can to- 
wards its solution. 


Coming back to our long term as- 


pirations, I suggest that our most 
logical and satisfactory development 
will be as a body of highly skilled ac- 
countants whose members, all having 
received their qualification through 
working in the public accounting 
field, are engaged in public practice, 
in industry, in government service, 
and in teaching. We should not as- 
pire, I believe, to supervision of ac- 
counting education as a whole, or for 
that matter necessarily of our own 
students, but we should, through 
maintaining the highest standards of 
knowledge and competence, carry the 
main responsibility for the improve- 
ment of the art. 


We should, I suggest, stand ready 
to help and encourage other bodies 
and institutions in the accounting 
field, particularly specialist groups 
such as internal auditors, cost ac- 
countants and so on. We should seek 
to avoid, however, for a number of 
reasons, the creation of duplicate or 
competing associations with similar 
objectives and equally high standards. 
Apart from the confusion of the pub- 
lic which such necessarily entails, the 
problems which lie ahead of the pro- 
fession are so formidable that we need 
the united effort of all the skilled ac- 
countants in the country. A division 
of our forces or competition between 
different groups cannot but imvair the 
overall performance of Canadian ac- 
countancy. 

This question of competing so- 
cieties has always been a difficult one 
and for very human reasons we tend 
traditionally to become emotionally 
involved. To find a solution, how- 
ever, and I am sure that we shall suc- 
ceed in doing so over the years, we 
must be objective and we must take 
the long view. If the pattern should 
become too diverse at the provincial 
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A REVIEW OF THE PROFESSION 


level, because of varying provincial 
legislation, there is always the possi- 
bility of effective unification, or co- 
operation, on the national level. 

Finally, I should like to remind 
you that throughout these remarks I 
have referred to chartered account- 
ants as a single body, in spite of the 
fact that they are organized into ten 
autonomous provincial Institutes. It 
should not be necessary to insist that 
our future course should be to cement 
the relations between our members 
and so to ensure that we think and 
act as a single group in all important 
matters. The development of a na- 
tional profession is the main task of 
the Canadian Institute and, for that 
reason, it has an important stake in 
all those aspects which bear upon 
unity across the land. That is why 
we seek to promote reciprocal treat- 
ment of members, uniformity of ethi- 
cal standards, a common approach to 
the admission of foreign account- 
ants and so on. Let us, therefore, in 
our provincial affairs, try to lean al- 
ways a little in favour of strengthen- 
ing the effectiveness of the national 
body and not worry too much about 
our local prerogatives. 


Relations Between Members 

The actual management of the af- 
fairs of the provincial Institutes varies 
very considerably across the land. 
Some Provinces work their councils 
very hard, with up to 20 meetings a 
year; others get by with three or four. 
In several Provinces having two prin- 
cipal cities, the more or less 50-50 dis- 
tribution of council members makes 
things more difficult. 

I attended the annual meeting of 
several Institutes and was interested 
to observe that a great deal of time 
was consumed by amendments to the 
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by-laws. The zest with which our 
members enter into this performance 
is amazing; if these were not our own 
by-laws, we would certainly be had 
up for the unauthorized practice of 
law. Lacking, however, a legal train- 
ing, the operation is time-consuming 
to say the least. One observation I 
should make is that the actual draft- 
ing of the by-laws by our members 
is most unsatisfactory. We should 
obtain competent legal advice in this 
matter or run the risk of having the 
by-laws inoperative, or still worse, 
productive of an unintended result. 

One Institute has in the past year 
caused a complete overhaul of its by- 
laws to be made. It found — and oth- 
ers may be in the same boat — that 
its disciplinary by-laws were faulty 
and it was doubtful whether it had 
power to apply sanctions against 
badly behaved members. It would be 
advisable, I think, for all Institutes to 
have their by-laws checked by their 
legal advisors. 

Some five or six years ago this In- 
stitute, through a special committee, 
drew up a code of professional con- 
duct and recommended its adoption 
by all the provincial Institutes. While 
it was not universally adopted, it did 
produce a greater degree of uniform- 
ity than had existed formerly. It is 
now proposed that the job be tackled 
again, and within the next year a 
committee of the Canadian Institute 
will be formed for this purpose. 


Two Ethical Matters 

In the field of ethics there are two 
matters I should like to mention. It 
has been suggested that as our mem- 
bers are beginning to specialize in 
their practices, we should permit 
more latitude in advertising; allow, 
for example, the use of a phrase 
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such as “practice restricted to Income 
Tax Consulting”. This sort of thing 
is common in the medical profession, 
but there they have a well established 
system of specialist qualification. I 
doubt personally whether we should 
broaden our attitude towards adver- 
tising; in fact we would all save 
money and lose little of value if we 
adopted the English rule and outlaw- 
ed altogether the publication of a so- 
called professional card. 


The second question relates to the 
proper scope of a set of rules of pro- 
fessional conduct. While there is 
nothing to say that any members are 
exempt from the provisions of such 
rules, they obviously apply to the area 
of professional practice and hence 
do not to any extent affect those mem- 
bers, from 40% to 50% of the total, 
who have left the field of public ac- 
counting. So far as those who re- 
main in public practice are concerned, 
there is evidence that the rules are 
sometimes regarded as being designed 
to govern every activity of the prac- 
tising chartered accountant, and by 
the same token to regard as part of 
public accounting any and all activi- 
ties in which such practitioners may 
indulge. For example, a common 
rule forbids a member to be connect- 
ed with a corporation engaged in 
public accounting or auditing. Now 
if by public accounting and auditing 
we mean accepting appointments as 
auditors, expressing opinions on finan- 
cial statements, and consulting with 
clients on accounting and tax matters, 
the rule makes sense. But if the 
words accounting and auditing are to 
be interpreted to include everything 
a practising public accountant may 
do in the course of earning his living, 
the outlawed corporations will include 
those engaged in such activities as 


acting as liquidators and receivers, 
management consultants or industrial 
engineers; handling investment port- 
folios; acting as executors and trus- 
tees; managing buildings and even 
selling real estate and insurance. All 
of these things form part of the activi- 
ties of some public practitioner. 
Merely to state this proposition is to 
show how silly it is. 


The True Nature of the 
Professional Atmosphere 

What we should be seeking in our 
rules is to promote a truly professional 
atmosphere in our public practice. 
We feel, rightly I am sure, that the 
corporate form is inappropriate to the 
professional relationship and so we 
seek to prohibit it, but let us not fall 
into the error of trying to impose a 
professional atmosphere and _ stand- 
ards upon activities which lie beyond 
our exclusive competence and which, 
for that reason, are essentially non- 
professional and competitive and will 
so remain whether or not our mem- 
bers participate therein. 

The other objective of these rules 
of conduct is an important one — the 
maintenance of harmony and good 
relations between members. It seems 
to me that a major potential source of 
friction is misunderstanding of the 
purpose and meaning of our code of 
ethics. Let us try, therefore, to make 
them crystal clear. 

The key to a proper understand- 
ing of the meaning and purpose of our 
codes of ethics is a realization of the 
basic truth that the real beneficiary 
of all the rules is the public. We 
have one type of rule which is clearly 
and directly aimed at the protection 
of the public when, for example, we 
say that it is unethical to express an 
opinion without having made a pro- 
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per examination. But the rules de- 
signed to promote harmony and out- 
law objectionable behaviour are also 
designed primarily to serve the public 
because without them the work of our 
practitioners would not be done in 
a professional atmosphere. Hence, 
qualities such as objectivity, inde- 
pendence and solicitude would be lost 
and the public would be the sufferer. 


Education and Training 

This important and complex sub- 
ject is, in terms of time and money, 
by far the principal endeavour of the 
profession in Canada. In the past 25 
years we have gone far along the 
road of supervising our students’ tech- 
nical education. Broadly speaking, 
neither the English, the Scottish, nor 
the American societies accept respon- 
sibility of this type, their basic policy 
being merely to conduct suitable ex- 
aminations. As a result, candidates 
for entry into the profession in other 
countries may, so far as technical in- 
struction is concerned, either educate 
themselves or look to commercial 
schools or the universities for assist- 
ance in preparing for their examina- 
tions. 


Our motive in moving our Institutes 
into this field was to improve the 
student’s chances of passing his ex- 
aminations successfully. While the 
failure of over 50% of those writing 
the final examinations may be evi- 
dence of the high qualifications re- 
quired, it has a bad effect on recruit- 
ment and in addition represents a 
serious economic waste. For these 
reasons, there has grown up a strong- 
ly-held view within our membership 
that the student must be given a real 
run for his money. This involves at 
least the following: 


(a) Providing a good course of in- 
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struction and insisting that stu- 
dents really apply themselves. 

(b) Seeing to it that conditions of 
employment are suitable and that 
proper practical experience and 
on-the-job instruction are provid- 
ed by the employer. 

(c) Weeding out early those not 
likely to succeed, through stiff 
tests and high standards in prim- 
ary and intermediate examina- 
tions. 


(d) A final examination which can 
be successfully negotiated at the 
first attempt (given average in- 
telligence and faithful perform- 
ance on the course of instruc- 
tion). 


There can be no doubt that we 
have made considerable headway in 
the past few years. However, the 
fact that more intensive coaching and 
lecturing will bear fruit is evident 
from the performance of a single 
Province, the results of whose stu- 
dents are consistently better than oth- 
ers by a wide margin. The success of 
the methods of the B.C. Institute are 
so amply proven that all other Prov- 
inces might do well (as some are 
doing) to investigate the possibility 
of taking advantage of them. 


Our efforts to weed out the weak 
sisters before they reach the final ex- 
aminations have, I think, paid useful 
dividends, but before we can expect 
really high passing percentages in the 
final, at least two things must hap- 
pen: 

(a) Where on the basis of a univer- 
sity degree we exempt a student 
from writing our intermediate ex- 
amination, the standards of his 
university should be at least as 
high as our own. 


(b) The several provincial Institutes 








must toughen their attitude to- 
wards the chronic failure and 
come to limit the number of 
times the examinations can be at- 
tempted. 

Now while our present policy is 
both to educate and examine our stu- 
dents, we are leaning to a consider- 
able extent on the universities across 
the land. The pattern of dependence 
on such help varies all the way from 
merely borrowing a lecture hall to a 
virtual abrogation to the university of 
responsibility for every educational 
decision. The question naturally 
arises as to whether or not we should 
look to the day when the major job 
of education can be handed over to 
the universities. 

I say the major job because I do 
not think we feel that in accounting, 
any more than in law or medicine, a 
complete education can be obtained 
without practical experience. For 
that reason I would always expect to 
find a requirement for some period 
of practical training by employment 
in the public accounting field. 

As I mentioned, we have just con- 
cluded a very successful meeting with 
all the Canadian universities. This 
has been exploratory and designed to 
lay the groundwork for closer collab- 
oration in the future, and no final 
answers are available yet. I think, 
however, out of this might emerge the 
possibility of having the universities 
take over a larger share of our educa- 
tional burden, with some considerable 
advantages accruing to both parties. 


Raising the Entrance Standard 

So far I have been speaking of un- 
dergraduate technical education but 
there are several other phases of this 
matter which deserve comment. What 
of the general education of the fu- 
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ture chartered accountant? Where 
should our entrance standard be set 
—at present it is pretty generally at 
the level of successful completion of 
high school. 

I think we are all aware of the 
changes that have been taking place 
in the status of the chartered account- 
ant. I think we all feel that the op- 
portunities for the capable and ex- 
perienced C.A. are greater today than 
ever before, and I think we would 
feel that it is in the national interest 
as well as our own that we should 
bring into the profession the very 
best material available. It would not 
be inconsistent then if we should de- 
cide to raise our standards and hence- 
forth require, as some jurisdictions 
abroad now do, that future entrants 
into our membership should possess 
a university education. 


If this is too bold a jump at this 
time, what alternative steps might we 
now be taking to raise the standard 
of education of the average chartered 
accountant? Experiments under way 
in British Columbia and Nova Scotia 
where combined university degree- 
C.A. courses have been introduced 
will, if successful, tend to raise the 
standard, but these efforts are as yet 
essentially unproven and several years 
must elapse before any sound ap- 
praisal can be made. 


About half of our new members 
each year are university graduates 
and the great majority of these come 
to us from the Business or Commerce 
faculties. This type of education is a 
mixture of liberal arts and practical 
subjects such as accounting and au- 
diting: in most cases the courses are 
of four years duration, and our In- 
stitutes in varying degree have come 
to grant to graduates exemptions from 
service and examinations in recogni- 
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tion, presumably, of the technical 
knowledge already acquired in their 
undergraduate courses. 


If we believe it in our interest to 
increase the numbers of university 
graduates entering the profession, 
there are several steps we can take 
without radical changes in our edu- 
cational pattern. First, we can re- 
view the exemptions granted Com- 
merce graduates which vary consid- 
erably between Provinces. By stand- 
ardizing the more generous of the 
existing exemptions, we should be 
bound to increase our intake of Com- 
merce graduates. 


Further, I suggest we challenge 
the assumption that Commerce gradu- 
ates should have greater exemptions 
than graduates of other departments 
or faculties. It is arguable that four 
years devoted wholly to cultural sub- 
jects in the Arts or Sciences is as good 
if not actually a better training for a 
business or professional career than 
a course in which technical or prac- 
tical subjects claim any considerable 
proportion of the students’ time. I 
will not argue the case, but I would 
suggest that it might be very wise 
for us to put all university degrees 
on the same footing and _ estab- 
lish the most generous possible ex- 
emptions from compulsory service. 
Such a step would attract to the pro- 
fession more of the best available 
young men, many of whom will not 
consider it today. We can without 
difficulty maintain our standards 
through our examination procedure. 
in particular by setting a reallv stiff 
intermediate which might well be 
made compulsory for all candidates. 


The final aspect of our educational 
picture on which I should comment 
is a growing demand for some post- 
graduate training. This is allied to a 
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trend towards specialization within 
the profession. Here again we have 
some long term thinking to do to de- 
cide who should carry the ball, our 
Institutes, specialist societies, or the 
universities. Probably all three will 
have some part to play in this type of 
education, but it would seem clear 
that the time has arrived when we 
should ourselves see what we can use- 
fully do to meet this need of our 
members. 


Research 


In the past year there has been a 
most heartening improvement in our 
research affairs. This, of course, 
stems principally from the fact that 
after a very long search we found a 
director of research in the person of 
Lawrence Macpherson. As our pro- 
gram develops we shall see more evi- 
dence of the work which is being 
done. 


In many ways the conduct of our 
research activities is the most import- 
ant activity of this Institute. It can 
only be carried on at a national level 
and it tends to weld the profession to- 
gether through encouraging adher- 
ence to common standards. 

If we think that the only import- 
ant aim of research is to find answers 
to difficult and new problems, we de- 
ceive ourselves. While, of course, we 
grapple with such problems, as do our 
friends in Great Britain and the U.S., 
our more immediate objectives con- 
sist of, first, helping the members in 
their technical problems and second, 
the steady raising of our standards of 
practice. The published bulletins of 
our committee and the analyses we 
make of current practice by public 
corporations are two important tools 
in this connection. I fancy the im- 
portance of these activities is self-evi- 
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dent. Our claim to be regarded as 
a profession would surely fall to the 
ground if we should neglect our re- 
sponsibility for the improvement of 
the art, or if we should cease to re- 
gard a striving for technical perfec- 
tion as a basic part of our approach. 

I shall not dwell in detail on our 
current projects except to remark 
that the monographs on the account- 
ing for particular industries are being 
well received and the re-issue of the 
dictionary of accounting terminology, 
due before the end of this year, is 
awaited eagerly by many. 


Several members have expressed 
concern for the sole practitioner who 
is experiencing difficulty with tech- 
nical problems and has no one to turn 
to. It has been suggested that with- 
in the framework of our research or- 
ganization we might maintain a bur- 
eau or committee to whom appeals 
for help of this kind might be ad- 
dressed. I believe that both the Brit- 
ish and American Institutes have such 
facilities and I would warmly support 
the suggestion that we follow their 
lead. In adopting such a plan we will 
not only be raising the standards of 
practice, but we will be assisting in 
the development of a professional at- 
titude in our members. 


If there is one danger which threat- 
ens our research activities in Canada 
it is complacency. Our colleagues in 
the United States have no love for 
their S.E.C. but I think they will ad- 
mit that it has prompted more ad- 
vance in accounting thought, and a 
greater improvement in actual stand- 
ards of practice in the past 20 years 
than took place in the preceding 50 
years on a voluntary basis. We have 
no such goad; compared with our 
friends in England and Scotland, we 
are relatively few in number and we 
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are dispersed over a vast area. In 
these circumstances we must make a 
special effort in this area if we wish 
to be regarded as a first rate profes- 
sional body. There is endless scope 
and we must be prepared to give gen- 
erously of our time and money to 
make a creditable showing. 


Publications 


The most important part of our 
activities under this heading is, of 
course, the production of our national 
magazine The Canadian Chartered 
Accountant. In the past year a very 
determined effort has been made by 
our committee on publications to im- 
prove the appearance and general 
quality of this journal, and the cur- 
rent issues bear ample evidence of 
the thought and work which has gone 
into it. The quality of the magazine 
rests basically upon the writing it con- 
tains and, being a technical journal, it 
necessarily depends upon our mem- 
bership to provide most of the ma- 
terial. For years we have had an 
exceedingly difficult time in obtaining 
an adequate supply of well-written 
articles, in fact encouragement to our 
members to do some writing is prob- 
ably a task which is never finished. I 
am glad to say, however, that the re- 
organization of our editorial effort 
which has been carried out by the 
committee has borne fruit, and for 
the first time in many years there is a 
considerable amount of first-rate ma- 
terial ahead of us. 


The committee has been at particu- 
lar pains to encourage the writing of 
articles, particularly by the younger 
members, and the provincial Institutes 
have lent considerable assistance by 
offering special prizes and incentives 
to those submitting _ satisfactorv 
articles to the magazine. 
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Public Relations 

What has impressed me most in the 
past year is the truth of the proposi- 
tion that our real public relations con- 
sist of our individual and composite 
behaviour. I think, therefore, that we 
should recognize that our various ac- 
tivities have a very positive public re- 
lations value. Our collective per- 
formance in, for example, the convok- 
ing of the recent Winnipeg meeting of 
all the Canadian universities, the 
holding of a successful national con- 
ference, or the organization of re- 
gional meetings in which neighbour- 
ing Institutes participate, has a direct 
bearing upon the general public’s 
view of what the profession is and 
does. The conduct of our individual 
members in accepting public office, 
or entering public life, is a vital part 
of our public relations and, in the 
past year, we have had a most gratify- 
ing number of prominent appoint- 
ments of this nature. 


So far practically the whole of the 
expenditure by the profession on pub- 
lic relation objectives has been made 
by the provincial Institutes. Admit- 
tedly, one might expect that in this 
field there would be substantial ad- 
vantages in carrying on a program at 
the national level. The reason this 
has not developed is two-fold: first, 
there has been no general agreement 
within the Canadian Institute as to 
what type of program should be pur- 
sued; secondly, to carry out any broad 
type of program, particularly if dis- 
vlay advertising is involved, is exceed- 
ingly expensive, and our current fi- 
nancial situation is such that there are 
no funds available for this purpose. 


I think there can be no doubt that 
there is some level of public rela- 
tions activity which should be carried 
out by the profession and that it is 
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only logical that such be done on a 
national basis. We need, however, to 
have a meeting of the minds on this 
subject and before anything can be 
instituted we should ask representa- 
tives of the several provincial Insti- 
tutes, particularly individuals with 
some experience of their own Insti- 
tute’s activities in this field, to sit 
down and try to reach some conclu- 
sion as to what course should be fol- 
lowed. 

Under the heading of public rela- 
tions I would like to say a word about 
our relations with members of the 
Bar. We have tried hard in Canada 
to warn our members against the dan- 
gers of practising law by giving ad- 
vice and opinions which they are not 
qualified or competent to express. 
There has come about, I feel, a most 
cordial relationship between the two 
professions, and in the tax problems 
which arise there is a high degree of 
cooperation between the members of 
each. I cannot help but feel that 
the several steps which we have taken 
to combine with the legal profession 
in activities relating to taxation have 
been most beneficial. Our principal 
and highly successful joint undertak- 
ing is the formation and operation of 
the Canadian Tax Foundation. Both 
professions are justly proud of the 
part they have played in bringing this 
excellent organization into being, and 
the actual operation of the founda- 
tion is under the direction of a Board 
of Governors consisting of 16 lawyers 
and 16 chartered accountants. 


Conferences 

High up on the list of worthwhile 
activities open to a national organi- 
zation such as this are the opportuni- 
ties it affords for the development of 
common points of view and uniform- 
ity of practice through the inter- 
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change of ideas from time to time at 
conferences or conventions. Starting 
at Winnipeg last year, and continuing 
here, the program has been built so as 
to attract the maximum number of 
members by offering them an oppor- 
tunity to participate in a wide range 
of interesting technical discussion, 
and of exchanging views with a rep- 
resentative group of our most com- 
petent members. There is no doubt 
that this change has the warm ap- 
proval of our membership. 


There is room for a considerable 
development in local or regional tech- 
nical meetings. The annual confer- 
ence of the four Atlantic Provinces 
which has been held for the past sev- 
eral years has performed a most use- 
ful service. It is interesting to note 
that next year the annual meeting of 
the Ontario Institute will take the 
form of a regional technical confer- 
ence. 


I should not leave this subject with- 
out referring to the growing number 
of chartered accountants’ clubs in dif- 
ferent cities. Some of these clubs are 
doing a first class job in providing op- 
portunities for technical discussion 
and interchange of ideas. More such 
clubs, which are so far primarily so- 
cial in their activities, might well con- 
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sider the possibility of broadening 
their base to include periodic discus- 
sion of professional matters. There 
are a number of competent speakers 
within the profession and they are as 
a rule particularly generous when 
asked to take the time to prepare and 
deliver speeches or papers on techni- 
cal subjects. 


Conclusion 


I realize that a president at the con- 
clusion of his term of office can afford 
to be very full of advice because his 
responsibilities have come to an end. 
Nevertheless, having had the privil- 
ege of serving the Institute for 12 
months, with all the pleasures which 
a very broad association with our 
membership entails, I cannot but feel 
that it may be helpful for the out- 
going president to say what is in his 
mind, even though his suggestions 
may not be universally acceptable. I 
hope that the practice initiated this 
year of looking to the outgoing presi- 
dent for such a review will be con- 
tinued. In this way we might use- 
fully obtain a series of annual check- 
lists which over the years should be 
helpful, not only in focusing attention 
on the major problems, but in secur- 
ing a greater degree in the consist 
ency of our attack upon them. 
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Spotlight on Prospectuses 


(Part I) 


Cc. W. LEACH 


THE CONTINUED activity of the finan- 
cial markets in this country makes it 
timely to review the background and 
practice of the distribution of securi- 
ties and indicates that the subject is 
one in which the accountant must be 
knowledgeable if he wants to keep 
his place in the financial community. 


Building an Issue 

A public security issue may be said 
to originate in the need for capital, 
a natural result of the expansion of a 
business. It rarely happens that se- 
curities are issued to the public for 
the purpose of starting a business or 
exploiting an idea. Whatever the 
situation may have been in years gone 
by, new businesses are now usually 
financed by private groups. Some ex- 
ceptions to this general pattern are 
of course found in such cases as the 
recent pipe line companies and in the 
case of Canadian Petrofina, to take an 
isolated example, but it is perhaps sig- 
nificant that these are set up under 
the sponsorship, if not in fact the 
guarantee, of substantial and respon- 
sible operating companies with strong 
credit. 

Another broad category of issues is 
the refunding issues where a com- 
pany may find it advantageous to call 


its bonds and sell a new issue on more 
favourable terms or to replace a bond 
issue by a preferred stock issue or 
vice versa. Such refunding issues 
may still, however, come under the 
general description of finding new 
capital. 

A third category of security issues 
occurs where common or preferred 
shares are purchased by underwriters 
from existing shareholders, who for 
one reason or another wish to divest 
themselves of their substantial hold- 
ings, and redistributed to new inves- 
tors. This is typical of the process 
by which a private company is con- 
verted into a public company. This 
type of offering is usually common 
stock, sometimes a preferred stock, 
and rarely, if ever, a bond. 


Some new capital issues undoubt- 
edly originate from solicitation on the 
part of underwriting houses but norm- 
ally the initiative comes from the com- 
pany which, feeling the need for 
capital, seeks out an underwriting 
house for advice on how best to raise 
the money, and this may well develop 
into a type of professional relation- 
ship between a company and the un- 
derwriting house whereby the latter 
becomes, in effect, the manager of the 
company’s capital structure and will 


387 





388 THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1955 


bring out successive issues over a 
period of years according to the com- 
pany’s requirements and the condi- 
tion of the securities market from 
time to time. 

On the other hand, however, there 
is an active canvassing of private 
companies going on all the time by a 
certain type of underwriting house 
which tries to seek out blocks of stock 
which can be acquired and sold to 
the public. This paper will deal 
primarily with those issues which rep- 
resent the procurement of capital for 
the treasury of a company. 


The Moods of the Market 


A security is designed to meet the 
requirements of a company and to fit 
the current mood of the market. To 
dispose of the latter first, it may be 
of interest to trace in a general way 
the changing moods of the market 
and the resulting styles in security 
issues during the past 20 years. Dur- 
ing the late 30’s, business was begin- 
ning to recover from the depression 
but that is the best that could be said 
for it, and as a result there was no 
great spirit of enterprise in evidence 
and the security markets evidenced 
considerable caution. As a result, the 
demand for new capital was quite 
limited and the investor looked for 
security of his capital and a more or 
less assured return rather than capital 
appreciation. This meant that new 


issues were few by today’s standards, ° 


and a bond issue stood a much better 
chance of being well accepted by the 
mass of investors than did a stock 
issue. 

With the event of the war the de- 
mand for capital increased, but gov- 
ernment financing drew off a tremen- 
dous amount of the available capital 
and the uncertainty of the future 


limited the acceptance of common 
stock issues. To meet these circum- 
stances, a type of bond issue was de- 
signed and enjoyed considerable pop- 
ularity. This was an issue which, 
while governed by a single trust deed, 
was divided into two categories, the 
first being serial bonds maturing an- 
nually for perhaps ten years at a low 
rate of interest and the second por- 
tion maturing in a lump sum (with 
in many cases a sinking fund provi- 
sion) in 15 or 20 years with an ap- 
propriately higher rate of interest. 
The scheme was that the chartered 
banks would buy the shorter term 
serial issues and the private and in- 
stitutional investors the longer term 
issues. 


Towards the end of the war and in 
the early post-war years the problem 
of inflation was of paramount import- 
ance and it became evident, though 
on the fact of it paradoxical, that if 
an investor directed his attention to 
maintaining the dollar amount of his 
capital he was ,in fact deliberately 
setting out to impair it in terms of 
purchasing power. During _ this 
period, which continued until per- 
haps two or three years ago, invest- 
ors were very largely concerned with 
buying securities which would pro- 
vide a hedge against inflation in the 
form of growth or capital gain. This 
meant that the market for the tradi- 
tional types of bonds and debentures 
became proportionately narrower. Of 
course, insurance companies and simi- 
lar institutions had always been big 
buyers of fixed obligations for the ob- 
vious reason that their own obliga- 
tions are of the same character. For- 
tunately the tremendous expansion of 
economy during this same period re- 
sulted in making large sums of money 
available for investment in this fa- 
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shion; the colossal amount that has 
recently gone into pension plans is 
evidence of this point. At the same 
time there is always room for some 
good bonds in the portfolio of the 
average individual investor. 

However, it is a fact that during 
this period a demand developed for 
equity investments, not only in the 
form of common shares but also iii 
the form of convertible bonds and de- 
bentures and convertible preferred 
stocks which were designed to meet 
the situation as it existed. Another 
by-product of this era was the re- 
newed popularity of the preferred 
stock issue with a sinking fund pro- 
vision. This was designed to imple- 
ment the other desirable features of 
preferred stock with a characteristic 
that would result in a return of capital 
to the investor short of an outright 
redemption of the issue and thus im- 
prove the resale market for the whole 
issue. More recently the introduction 
of an income tax credit on dividends 
has greatly increased the popularity of 
preferred shares because the effective 
return on the normal preferred divi- 
dend has made them correspondingly 
more attractive. 


Protecting the Senior Security of 
a Company 

The technical aspects of the terms 
and conditions under which bonds 
and preferred stocks are issued com- 
prise an infinitely complicated ques- 
tion. One point of interest may be 
mentioned, however. It has been tra- 
ditional that the senior security of a 
company is a first mortgage bond, 
but this tradition is now being modi- 
fied in favour of what is known as a 
negative pledge clause. The theory 
of this is that so long as a security is 
in fact the senior security of a com- 
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pany, it is not necessary to protect it 
by a mortgage clause. Consequently 
the technique has developed of writ- 
ing into the trust deed a clause which 
says that no assets of the company 
will be pledged for any other debt un- 
less the existing debt is first secured 
in that manner. That gives the senior 
security adequate protection in the 
case of a substantial well-financed 
company without the trouble and ex- 
pense of creating a mortgage. This 
method has been very successful in 
the United States and is being adopt- 
ed here. For example, Imperial Oil 
and Dow Brewery have such deben- 
ture issues, and it is used to a very 
great extent by finance companies in 
the United States. 


Underwriters and Their Norms 


The foregoing gives little more 
than an introduction to the type of 
analysis which must be made from the 
point of view of the mood of the 
market, and there still remains the 
problem of determining the type of 
security which can be successfully 
marketed in the light of the particular 
characteristics of the company. When 
an underwriter is invited to consider 
an issue he must satisfy himself that 
the resulting security will be of the 
quality which he is interested in spon- 
soring. Naturally, various underwrit- 
ing houses have different points of 
view and different. standards and they 
all fulfil one function or another. 
Some houses deal more or less exclu- 
sively in high grade issues, namely 
government bonds and the highest 
quality of corporation bonds. Others 
will be less prominent in government 
issues and more prominent in better 
grade corporation bonds and perhaps 
the better grade of preferred and 
common shares. Others will be 
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identified with the more promotional 
type of issues and still others will 
offer inferior bonds and stocks for 
companies who can find no other out- 
let. 

Regardless of the particular cate- 
gory in which an underwriting house 
is found, it will apply certain criteria 
to the quality of the issues. These 
will include an appraisal of the funda- 
mental soundness of the particular 
industry in which the company oper- 
ates, whether it is likely to become 
more profitable, remain as it is, or de- 
teriorate, a review of the earnings 
record of the company to determine 
the degree of its stability and, with 
other factors, its possibility for 
growth; an appraisal of the manage- 
ment and the likelihood of continued 
good management; an examination of 
its capitalization, in particular its ra- 
tio of debt to equity; and a general 
comparison of such things as produc- 
tive capacity, rate of profits and cap- 
italization with those in other com- 
panies in the same or similar indus- 
tries. To these factors the under- 
writer will apply his own particular 
yardsticks and if the result is unsatis- 
factory he will decline the issue. 


Yardsticks of Capital Structure 
and Earnings 

Quite apart from the various in- 
tangible factors, there are certain 
minimum standards which apply to a 
good corporate security in terms 
which are familiar to accountants, 
these being capital structure and 
earnings. 

The. key to sound capital structure 
may be expressed in the traditional 
banking formula that the borrower 
must have at least as much at stake 
as the lender. This will mean that 
for every dollar of common share 
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equity it will be possible to raise not 
more than one dollar more by means 
of a preferred stock issue, and on the 
strength of these combined it would 
be possible to raise not more than 
two dollars by means of funded 
debt. This simple rule is of course 
subject to some _ variation. For 
example, while a preferred stock is- 
sue equal to a common equity would 
be the maximum for a good security, 
to create a really strong preferred 
stock it should not be more than 50% 
of the common equity. 


Funded debt may vary both ways. 
Where fixed charges are high and 
there are periods of poor profits 
or even losses, it is inadvisable to 
have funded debt; Montreal Locomo- 
tive, Canadian Locomotive and Can- 
adian Car and Foundry have none. 
On the other hand where there is 
great stability of earnings, as in a well 
managed public utility in a good area, 
the funded debt may be higher than 
the shareholders’ equity. The funded 
debt of Bell Telephone is about 65% 
of the shareholders’ equity, a ratio of 
40 to 60, but that company has been 
accused in rate cases of having too 
expensive a capital structure — more 
debt would be justified and cheaper. 
The outstanding example is to be 
found in the pipe line companies 
where debt is three times the equity 
position on the strength of low operat- 
ing costs and long term contracts with 
the very strong oil companies. Trans- 
Canada Pipe Lines, for example, 
started with a proposal for as little as 
20% equity money, but this was mov- 
ed up to 25% and then to 30%. One 
important reason for the collapse of 
its 1955 program was its inability to 
negotiate adequate supply contracts 
under given circumstances and_ this 
naturally made financing impossible. 
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SPOTLIGHT ON PROSPECTUSES 


Earnings coverage is thought of in 
terms of a ten year period, and for 
bonds the interest should be covered 
after depreciation at least twice for 
a good utility and increasing as the 
stability of the particular industry or 
company decreases. In the case of a 
preferred stock the dividend require- 
ments should be covered at least two 
and a half or three times on the ten 
year average with an improvement 
to at least four times towards the end 
of the period. 


Underwriting Procedures 


When a company wishes to raise 
funds it almost invariably uses the 
services of an underwriting house be- 
cause the distribution of securities 
has become a highly complex and 
specialized business, and because the 
company usually finds it desirable to 
have the funds available without tak- 
ing the risk that the securities might 
not be taken up by the public. For 
these reasons it will be willing to pay 
whatever underwriting costs may be 
appropriate in the circumstances. Oc- 
casionally the company makes the of- 
fering to the public and the under- 
writer agrees to purchase at a dis- 
count any securities not taken up by 
the investing public. In other cases 
the relationship between the company 
and the underwriter will be an agency 
arrangement whereby the underwriter 
merely agrees to exert his best efforts 
to sell the securities for a commis- 
sion. Generally speaking, however, 
the underwriting arrangement is one 
where the underwriter agrees to pur- 
chase the issue of securities en bloc 
at a suitable price or, where the com- 
pany law prohibits the issue of the 
securities in question at a discount, 
agrees to subscribe at a price and re- 


391 


ceives a suitable commission, which 
of course amounts to the same thing. 


Gist of the Underwriting Agreement 


The underwriting agreement usual- 
ly takes the form of a letter addressed 
to the company by the underwriting 
house and is accepted by the com- 
pany’s endorsement. The underwrit- 
ing agreement will usually contain at 
least the following points: 

1. A general description of the se- 
curities to be offered and the 
price which the underwriter 
agrees to pay. 

A provision that the form of the 

issue shall be approved by coun- 

sel to the underwriter and very 
often that in the opinion of such 
counsel the securities shall be in- 
vestments qualified under the 

Canadian and British Insurance 

Companies Act. This clause will 

often refer to a supplementary 

memorandum in which the de- 
scription of the securities is more 
fully set out. 

3. A provision that the company 
will file a prospectus under the 
provisions of the appropriate 
Companies Act and be registered 
under the appropriate security 
laws of one or more Provinces. 

4. A provision that the delivery to 
the underwriters of such pros- 
pectus will be a representation 
that statements contained therein 
are correct. 
A representation that there are 
no liabilities of a capital nature, 
including commitments, not dis- 
closed in the recent balance sheet 
of the company and that no such 
liabilities have been or will be 
incurred without disclosure to the 
underwriter. 

6. An agreement to make applica- 
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tion for the listing of securities on 
one or more stock exchanges. 

7. An agreement that the company 
will effect the appointment of 
transfer agents, registrars or 
trustees in certain stipulated lo- 
cations. 

8. An undertaking to provide the 
underwriter with quarterly un- 
audited balance sheets and earn- 
ings statements so long as the is- 
sue is outstanding. 

9. An agreement that the company 
will pay all expenses incidental to 
the issue except perhaps the cost 
of printing the prospectus. 

10. An agreement that the under- 
writers will be released from 
their obligation to take up the 
issue if in their opinion there oc- 
curs any catastrophe of interna- 
tional or national effect or any 
occurrence such as a strike, la- 
bour unrest, accident or govern- 
ment regulation which may seri- 
ously affect the company’s busi- 
ness or any conditions in the fi- 
nancial market which might pre- 
judice or affect the profitable 
marketing of the securities. 


A Surprise Clause 

The foregoing is merely a summary 
of some of the more important points 
which may be covered. The agree- 
ment will naturally vary according to 
the type of security which is being 


issued. The final point is one that ° 


comes as a surprise to a person read- 
ing an underwriting agreement for 
the first time because it means that 
the underwriter does not really make 
a firm contract to buy the issue, since 
he can withdraw from the transaction 
at his own discretion. However, it is 
a clause which is rarely invoked and 
if any underwriter took advantage of 
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it without very good reason it would 
be extremely prejudicial to the future 
of his business, to say the least. 


In order to spread the risk assumed 
in purchasing large security issues the 
underwriter frequently forms a “bank- 
ing group”. The banking group will 
consist of the original underwriter and 
one or more sub-underwriters who as 
a group or syndicate buy the securi- 
ties outright from the underwriter and 
agree to market them. For this pur- 
pose a banking group agreement is 
signed, under the terms of which one 
of the group, usually the original un- 
derwriter, is designated as the syn- 
dicate or group manager and given 
wide discretionary powers to manage 
the sale of the securities. 


The next step may be the formation 
of a “selling group” whereby the re- 
tail selling power of a large number 
of dealers may be enlisted to sell the 
securities to the investing public. 
The larger houses will be in the sell- 
ing group, but it will also normally 
include the smaller investment houses 
who collectively may have a very 
large number of clients but who indi- 
vidually are not strong enough to 
participate in the banking group or 
as underwriters. 


The Pattern of Prices 


The combined selling power of the 
banking and selling groups usually 
results in the speedy distribution of 
the securities and the avoidance of the 
risks of uncertainties of the financial 
markets. The selling group is also 
formed by an agreement which takes 
a form of a letter addressed to the 
individual dealers by the syndicate 
manager. This letter will show 
among other things the scale of prices, 
which might be as follows: 
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SPOTLIGHT ON PROSPECTUSES 


Pee ede 25 3 88 a loteass bs . 100 

Price to exempted institutions ... 100 

Price to casual dealers and sub- 
SR dats shes chet eo a . 99% 


Price to members of selling group 98 

Draw-down price to members of 
selling group 

Price to members of banking group 97 


This pattern of prices indicates how 
the various participants make their 
profit. The original price to the com- 
pany may have been 96% and the dif- 
ference between this and the price of 
97 to the banking group will repre- 
sent the profit of the underwriters as 
such and in particular will remunerate 
them for their services as syndicate 
managers. 


The syndicate manager usually re- 
serves a substantial percentage — 25% 
to 50% — of the issue for offering on 
behalf of the banking group to insti- 
tutional investors on the one hand and 
selling group dealers on the other. 


The exempted institutions are the 
large investors, e.g. insurance com- 
panies, who by arrangement must not 
be offered the securities by either 
members of the banking group or 
members of the selling group until 
the termination of the syndicate 
agreements. These institutions would 
buy direct from the manager of the 
banking group. The purpose of this 
arrangement is to leave the sales to 
these large clients in the hands of 
the organization best qualified, name- 
ly the underwriting firma which has 
arranged the issue and is now manag- 
ing the syndicate. At the same time 
these institutions are protected from 
a great number of unnecessary solici- 
tations. 

The selling group members will pay 
99 for the securities as they take them 
for sale and delivery to their clients 
but will receive back, in this instance, 
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an additional point representing the 
difference between the price of 98 and 
the draw-down price of 99 shown 
above. This extra point in the draw- 
down price was originally designed as 
a means of protecting the members of 
the syndicate against each other for 
violation of the terms of the selling 
group agreement, and is also useful 
as a nominal price for delivery of 
securities between the members of 
the group during the period of the 
agreement. The selling group mem- 
bers can then sell at an advance of 1% 
points to casual dealers and sub- 
agents, thus giving the members of 
the selling group a profit of 2% points 
on these sales and 3 points on sales 
to the ultimate purchaser. The bank- 
ing group members will receive 3% 
points profit on sales to exempted in- 
stitutions, 3% points profit on retail 
sales. made by them and 1 point profit 
on sales to members of the selling 
group. In addition to its share of the 
profits as members of the banking 
group, the house acting as under- 
writer and syndicate manager will re- 
ceive an additional profit of % point 
on the whole issue as already indi- 
cated. 

Expenses of the issue are disbursed 
by the syndicate manager and are 
charged against the profits accruing to 
the banking group. 


Procedures for Drafting a Prospectus 

The prospectus itself is usually 
drafted in collaboration between a 
representative of the underwriter, the 
company’s solicitor and the under- 
writer's solicitor, with, of course, close 
liaison with the company. The un- 


derwriting houses all have one or 
more members of their staffs who 
specialize in the drafting of prospect- 
uses and are very familiar with legal 








394 THE CANADIAN CHARTERED ACCOUNTANT, NOVEMBER, 1955 


requirements and the type of phrase- 
ology which must be used in order to 
anticipate the questions which may 
be raised by professional or individual 
investors. The relative extent of par- 
ticipation in the preparation of the 
prospectus by the solicitors of either 
party to the agreement or by the offi- 
cials of the issuing company itself will 
of course depend upon the circum- 
stances. The orthodox pattern would 
be for the solicitor of the company to 
prepare all the necessary documents 
and corporate proceedings and for the 
underwriter’s solicitor merely to re- 
view them, but the reverse can and 
does happen when the latter is par- 
ticularly experienced in this particular 
type of work or closer to the scene of 
operations. 

When the prospectus is for a Do- 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 


minion company it must of course 
be signed by the directors of the com- 
pany and filed with the Secretary of 
State. The officers of that Depart- 
ment do not scrutinize the contents of 
the prospectus except to see that it 
is properly signed, and therefore the 
act of filing is purely a formal one. 
On the other hand, the filing for the 
Provinces where registration is sought 
usually requires that one or other so- 
licitor will arrange for his agent or 
correspondent in a particular Prov- 
ince to submit a first proof of the 
prospectus to the appropriate officer 
of the Securities Commission in that 
Province for scrutiny as to compli- 
ance according to the respective re- 
quirements and standards of the vari- 
ous Provinces. 


(To be continued ) 
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The Canadian 


Money Market 


WILLIAM ROBSON 


June 14, 1954 witnessed the begin- 
ning of Canada’s “new” money mar- 
ket. On that day 13 investment deal- 
ers, with the blessing of the Bank of 
Canada and the chartered banks, be- 
gan operating as “jobbers” in the 
short-term Canada bonds and treas- 
ury bills market on a larger and much 
more flexible scale than ever-before 
possible. 


Actually, to term this the beginning 
of a money market is somewhat of a 
misnomer as the issuance of and 
dealer trading in short-term Canada 
bonds had been an important part of 
the bond market for some years. To 
quite a lesser extent, however, dealer 
interest in treasury bills had also been 
existent but only for a relatively short 
space of time. 


The long standing desire on the 
part of the monetary authorities to 
see a broader market for treasury bills 
and short Canadas only became a 
reality after some months of meetings 
and discussions first between all the 
chartered banks, then between the 
chartered banks and the Bank of Can- 
ada, followed by a meeting of the 13 
chosen “jobbers” with the Bank of 
Canada and terminating with a joint 
meeting of representatives of all 
chartered banks with the “jobbers”. 


Parts of the “Money Market” 

There are three component parts to 
the “money market”, viz (1) the bank- 
ing system, (2) the “jobbers”, (3) 
investors in money market securities, 
with all three benefiting from it. 


(1) THe Banxinc SysTtEM 

On July 1, 1954, the revised Bank 
Act and the new Bank of Canada Act 
both became legal and operative. 
The chartered banks then began to 
conduct their businesses under a dif- 
ferent legal cash reserve ratio. Form- 
erly the legal reserve was 5% of de- 
posit liabilities to the public, although 
10%, by agreement, was the mini- 
mum reserve ratio. Now, under the 
new Acts, a variable reserve ratio of 
from 8% to 12% was put into effect. 
The present ratio is 8%, in effect 
since July 1, 1954. This may be 
changed by the Bank of Canada on 
one month’s notice to the chartered 
banks. As they are now operating at 
the minimum legal rates, any change 
could only be upwards. These re- 
serve requirements are met by chart- 
ered bank deposits with the Bank of 
Canada, plus cash in the till. 


Until June 14, 1954, the chartered 
banks were able to sell treasury bills 
to the Bank of Canada at any time 
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their reserves required strengthening 
and obtain credit on the central bank’s 
book that same day. With the intro- 
duction of the “jobbers”, however, it 
was felt that all bill transactions 
should be for next day delivery and 
for payment in clearing house funds. 
On this basis, a bank desiring to sell 
treasury bills either to a “jobber” or to 
the central bank makes delivery next 
day, gets a cheque in payment, which 
it “clears” the following day so the 
former benefit of the same day Bank 
of Canada credit has changed into a 
two-day wait for credit with the cen- 
tral bank. In other words, treasury 
bills, which after cash in hand were a 
first line of defence, are now a sec- 
ondary line. 


They have been superseded by 
“day-to-day” loans. These loans are 
an important part of the money mar- 
ket and are actually call loans in the 
best sense of the word. The banks 
have made call loans to dealers and 
brokers for years but, for the most 
part, they are rarely called by the 
banks and, as they all quote the same 
rates of interest, there is no incentive 
to the borrowers to shop around in 
the banking system. 


“Day-to-day” loans, however, are a 
very different story. The chartered 
banks will lend against adequate se- 
curities to any of the “money market” 
jobbers (i.e. only those dealers, now 
12 in number, who have recourse to 
the Bank of Canada who act as a 
lender of last resort to any or all of 
the 12 should they be unable to bor- 
row in the banking system.) All such 
loans are callable next day by either 
party providing notice is given be- 
fore 12 noon. The only securities 
acceptable for collateral are Govern- 
ment of Canada treasury bills and 
short-term bonds not longer than 


three years in term. Margin require- 
ments are not onerous and the lend- 
ing rates are very competitive be- 
tween banks. 


It was agreed initially by all parties 
that loans and calls should be strictly 
impersonal to encourage greater flexi- 
bility and also remove, of course, any 
possibility of jeopardizing long-stand- 
ing bank-dealer associations. These 
arrangements permit banks to quickly 
adjust cash reserves either up or 
down. If a bank loses in the day’s 
clearing, it can call whatever amount 
of outstanding day-to-day loans it 
finds necessary. If it gains in the 
clearing, then it has extra money to 
put out in either the “day-to-day” 
money, the securities market or by 
way of loans to other customers. Be- 
cause of their very short-term nature, 
these “day” loans carry a low rate of 
interest, usually a little under the go- 
ing market rate on 91-day treasury 
bills. Since their introduction, the 
total amount of such loans outstand- 
ing has varied from a low of $40 mil- 
lions to a high of $185 millions so 
that the banks earn interest on a very 
quick asset. In addition, by making 
these loans to the jobbers who are 
actively engaged in the business of 
buying and selling short-term securi- 
ties, the spread between bid and ask- 
ed prices has been reduced which, in 
effect, increases the liquidity of 
treasury bills and short-term bonds. 


The rate of interest on “day” loans 
is not set, it is quite competitive. For 
instance, Bank “A” has some money 
to put out and makes their position 
known to the jobbers. The latter may 
have to borrow but try to borrow 
more cheaply from the other banks. 
Once a loan has been arranged, it is 
in effect over-night. The bank re- 
ports to a central agency, if the am- 
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ount is $1,000,000 or more, that it 
has put money out at “x"%. No 
amount is disclosed to the broker. 
The broker, in turn, advises all of the 
other banks with the lending bank 
remaining anonymous to its competi- 
tors. There have been occasions in 
the past when none of the banks had 
extra money to put out and those job- 
bers needing money have gone to the 
Bank of Canada and borrowed, un- 
der sale and re-purchase agreement at 
the going bank rate, currently 2%. 


(2) THe “JoBBERS” 

The jobbers have received every en- 
couragement from the chartered 
banks and Bank of Canada to do their 
part in establishing a broad money 
market. The banks provide them 
with borrowing facilities, usually at 
rates of interest which do not carry 
any penalty from yield cost (to the 
jobber) of treasury bills. With occa- 
sional exceptions they have money to 
lend to jobbers at reasonable rates 
of interest, and more and more as 
time goes on they seem willing, if not 
anxious, to make most of their deal- 
ings in treasury bills in the open mar- 
ket rather than with the Bank of Can- 
ada as had been their practice. 

The Bank of Canada as a lender of 
last resort is invaluable to the jobber. 
Without this type of arrangement he 
could not operate. In addition, 
through regular weekly statistical re- 
ports, the Bank of Canada makes 
available to the jobber current infor- 
mation as to the banks’ positions and 
the overall money market picture, 
which is of the utmost importance to 
the jobber in assessing trends so that 
he can tender for new treasury bills 
weekly and also make close markets 
between tenders to any buyer or 
seller. 

The cooperative attitude of both 
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the Bank of Canada and the chart- 
ered banks is such that all jobbers can 
now make bids or offerings of treas- 
ury bills on a very narrow differen- 
tial in price, all of which assists in 
broadening the market. 

Jobbers also “carry” a line of short- 
term government bonds with a ma- 
turity of not longer than three years. 
This is not a new development but 
the existence of reasonable borrowing 
facilities has helped the jobber to 
work on a smaller spread between bid 
and asked prices to the ultimate bene- 
fit of all short-term investors and bor- 
rowers. 


It has been interesting, too, over the 
last year to see a wider interest being 
developed outside the banking sys- 
tem in a wide variety of other short- 
term securities such as commercial 
paper, provincial treasury bills as well 
as short-term bonds — both those 
payable in Canada only or with op- 
tional payment features — U.S. Gov- 
ernment treasury bills and short-term 
bonds, United Kingdom treasury bills 
and Canadian corporation obligations. 
Much of this increased interest can 
be attributed to the efforts of the 
“money market” jobbers with the as- 
sistance and cooperation of the bank- 
ing system as a whole. 


(3) Investors In MONEY MARKET 
SECURITIES 


The general public benefits from a 
broad money market both as a buyer 
and a seller. As an investor, it can 
now put its money to work in a wide 
variety of securities with the return 
on its investment commensurate with 
the type and term it requires. Many 
classes of investor make up the gen- 
eral public, and corporations large 
and small, individuals, public bodies, 
provincial and municipal govern- 
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ments, pension funds, financial insti- 
tutions, mutual funds are all at some 
time in a position to take advantage 
of bids for or offerings of short-term 
securities. With narrow spreads pre- 
vailing in most instances, certainly in 
treasury bills and short Canadas, the 
efforts to establish a broad market are 
bearing fruit for many people. 

Results to date provide ample as- 
surance that Canada’s money market 
is rapidly developing along the lines 
outlined by Mr. Graham F. Towers, 
then Governor of the Bank of Can- 
ada, in his comments to the Standing 
Committee on Banking and Com- 
merce on Thursday, March 18, 1954. 
to whom he said, in part: 

“While the development of an ef- 
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fective ‘money market’ — and I put 
those words in quotes — might appear 
to be rather a technical affair prim- 
arily affecting the banking system, it 
is in reality a matter of much wider 
importance. A broad and responsive 
market in Government of Canada se- 
curities, and the existence of the ma- 
chinery which makes such a market 
possible, helps to develop a_ better 
market for other securities, and to 
channel funds where they are most 
needed for the development of the 
country. The rate of capital invest- 
ment which will be required to pro- 
vide for Canada’s growth is so great 
that we need to encourage the most 
efficient use of our domestic savings 
in every way we can.” 


IN THE YEARS TO COME 
In the field of economics and finance, we can see tremendous changes 


if we look back over past decades, and all the indications are that this will 
continue for many years to come. In building a picture of the growth of 
the Canadian economy, the first factor to consider is the size of the popu- 
lation. The population of the world is said to have doubled between the 
birth of Christ and the year 1750 A.D. It took only 140 years to double 
again, and only 70 years to double the next time, if we may project present 
trends to 1960. The population of Canada is rising at a faster rate than 
that. Even with an annual rate of increase somewhat lower than that of the 
last 10 years, it is not difficult to foresee a rise of 50% over the next 20 years. 
The increase will apparently be concentrated very largely in urban areas, 
if the proportion of the population living on farms continues the decline 
that has been apparent here for several decades, and even longer in the 
United States. Changes in the age distribution of the population, and within 
each age group, of the proportion entering the labour force will apparently 
balance off, so that the total Canadian labour force may also be projected 
as about 50% greater in 1975 than in 1955. 

— From an address to the Dominion Mortgage and 
Investments Association by J. E. Coyne, 
Governor, Bank of Canada, May 5, 1955 
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The Requirements of the Ontario 


Securities Commission 


J. H. COLLINS 


A KNOWLEDGE of the background 
and underlying principles of the Se- 
curities Act of Ontario will perhaps 
provide an understanding of the pur- 
poses of the financial statements ac- 
companying prospectuses and the part 
played by chartered accountants in 
presenting the information required 
by the Act. One purpose understood 
by most accountants and auditors is, 
of course, to present an accurate pic- 
ture of the financial position and earn- 
ings of the company filing the pros- 
pectus. Another purpose, almost 
equally important but not so general- 
ly understood, is to furnish informa- 
tion in the financial statements which 
confirms and forms a basis for infor- 
mation given elsewhere in the pros- 
pectus. A chartered accountant who 
reports upon financial statements in 
a prospectus should keep this latter 
purpose in mind; otherwise.the value 
of his report and of the financial 
statements will be considerably less- 
ened. 


History of Securities Law 

Securities legislation in Ontario 
dates back only to 1928 when The 
Security Frauds Prevention Act was 
proclaimed. There have been several 


Acts since then, and the present On- 
tario Act is of the type known as a 
“full disclosure” Act since one of the 
main bases on which it is founded is 
“full, true and plain disclosure”. 

The administration of a “full dis- 
closure” Act is quite different from 
the administration of a “security 
frauds prevention” Act and it is diffi- 
cult to compare the two. The frauds 
prevention kind of legislation often 
seems to produce an attitude on the 
part of its administrators that every 
promotional issue is a snare and a 
delusion, whereas a full disclosure 
Act requires the purchaser to assess 
the value of the investment or specu- 
lation for himself after he has been 
provided with a prospectus contain- 
ing a full, true and plain disclosure of 
all material facts. In other words, 
the persons responsible for the On- 
tario Act have credited the individ- 
ual investor with sufficient ability to 
decide whether he should risk his 
money in the purchase of a security 
providing he was in possession of all 
the material facts regarding that se- 
curity. It follows, therefore, from the 
very nature of the Act that the ac- 
ceptance of a prospectus for filing by 
the Commission is not a guarantee 
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that the securities offered would be a 
profitable investment. 


Features of the Ontario Securities Act 


The application of the Ontario Act 
differs widely from the enforcement 
of certain other Acts also known as 
full disclosure Acts. In the admin- 
istration of the Ontario Act a “full, 
true and plain disclosure” of trans- 
actions and conditions will not auto- 
matically qualify an issue of securi- 
ties for sale, and the Commission will 
refuse to accept a filing where it ap- 
pears to the Commission that: 

“(a) an unconscionable consideration 
has been paid or given or is in- 
tended to be paid or given: — 
(i) for promotional purposes, or 
(ii) for the acquisition of prop- 

erty, or 

“(b) that the proceeds from the sale 
of the securities which are to be 
paid into the treasury of the 
company, together with other 
resources of the company, are 
insufficient to accomplish the 
objects indicated in the prospec- 
tus.” 

Subject to certain exemptions con- 
tained in the Act, no securities shall 
be traded by way of primary distri- 
bution in Ontario unless a prospectus 
qualifying the issue has been accept- 
ed for filing by the Commission. 
Broadly speaking, “primary distribu- 
tion” is defined in the Act as cover- 
ing the public sale of securities not 
previously issued and the sale of pre- 
viously issued securities where such 
securities come from a source which 
is large enough to affect the control 
of the company issuing the securi- 
ties. One of the most important ex- 
emptions from filing covers securities 
listed on a recognized stock exchange 
and which are to be sold through the 
facilities of such exchange. 
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The Ontario Securities Act requires 
that a copy of the prospectus qualify- 
ing such securities for sale must be 
delivered to the purchaser before a 
sale of securities may be binding on 
a purchaser. The majority of pros- 
pectuses filed under the Act qualify 
for sale securities which have not 
been previously issued, so that in 
many instances the reader of a pros- 
pectus is learning of the company for 
the first time. The largest number of 
prospectuses filed with the Commis- 
sion qualify for sale the securities of 
mining and oil companies most of 
which are in the speculative or pro- 
motional stage. For example, during 
the year ended March 31, 1955, there 
were 180 prospectuses of mining and 
oil companies accepted for filing as 
compared with 97 prospectuses of in- 
dustrial companies and 20 prospect- 
uses of investment companies. Dur- 
ing the first five months of the current 
fiscal year to August $1, 1955, the 
number of prospectuses of mining and 
oil companies accepted for filing was 
approximately 25% above the total 
for the same period of last year and 
there is every indication that this in- 
crease will be maintained. The value 
of a prospectus to the prospective 
purchaser is self-evident and _ this 
value is in direct proportion to the 
accuracy, adequacy and method of 
presenting the information in the 
prospectus and financial statements. 


The Auditor’s Role 


The function of a company’s audi- 
tors in the preparation and presenta- 
tion of a prospectus cannot be over- 
emphasized. The rule of “full, true 
and plain disclosure” applies equal- 
ly to the financial statements and the 
statutory information, because in most 
instances the public to whom the 
prospectuses are presented know little 
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or nothing of the company issuing the 
securities offered for sale. The mini- 
mum requirements of the Securities 
Act or the Act under which the com- 
pany was incorporated should not be 
deemed sufficient if adherence to 
them results in failure to disclose ma- 
terial facts of interest to a prospective 
purchaser of securities. Usually state- 
ments prepared for a company’s di- 
rectors or shareholders lack material 
information considered necessary for 
full disclosure under the Securities 
Act because they are prepared for a 
different purpose than are those pre- 
pared for a prospectus. Directors, of 
course, have knowledge of their com- 
pany’s affairs and shareholders are 
often provided throughout the year 
with information not available to 
others. 


It is generally understood that it is 
the auditor’s responsibility to estab- 
lish that the financial statements in a 
prospectus are consistent with gen- 
erally accepted accounting principles 
and practice. It is not so generally 
understood that the auditor is ex- 
pected to confirm that the information 
contained in the financial statements 
is in conformity with the information 
contained in other sections of the 
prospectus. When a prospectus is be- 
ing reviewed by the Commission, it 
is an invariable rule that the statu- 
tory information and the financial 
statements be examined together for 
the purpose of cross-checking the in- 
formation contained in these two sec- 
tions of the prospectus. If informa- 


tion in one section is found in vari- 
ance with the other, the necessary 
corrections must be made to reconcile 
the differences. Frequently the statu- 
tory information and the descriptive 
letter from the company’s president 
forming a part of the offering circular 


contain facts and figures regarding the 
company’s assets, operations, profits 
and interest charges which are direct- 
ly related to the financial statement 
and must be reconcilable with the fi- 
nancial statements. 

It would appear then that the au- 
ditor must review the entire offering 
circular in its final form before sign- 
ing the financial statements. Certain 
auditors take the view that their re- 
sponsibility ends with the financial 
statements and make no attempt to 
examine the other parts of the pros- 
pectus. Perhaps in law that is the 
case, but such auditors are neglecting 
a fine opportunity to serve their 
clients and the public and at the same 
time enhance the reputation of their 
profession. Incidentally as a result 
of such a viewpoint, these auditors de- 
lay the acceptance of prospectuses to 
the detriment of their clients’ inter- 
ests. 

The public relies on the financial 
statements in a prospectus to an ex- 
tent probably not realized by many 
of the auditors who are responsible 
for the statements. To retain this en- 
viable position, the auditor must 
strive to justify the confidence placed 
in him and provide the public with 
the type of financial information they 
are led to expect and to which they 
are entitled. The great majority of 
financial statements used with pros- 
pectuses are much more informative 
and are much better drafted than 
those of a few years ago. 


Role of the C.LC.A. 


In some measure this improvement 
is due to the changes in securities 
legislation and the policies of the 
Commission, but a great part of the 
credit must go to the Canadian Insti- 
tute of Chartered Accountants. The 
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Institute has taken the lead in pro- 
moting improvement in the presenta- 
tion of financial statements and has 
been of invaluable assistance to the 
Commission in the drafting of the 
prospectus sections in the current Act 
and in the enforcement of these sec- 
tions. The various bulletins issued by 
the Institute and the articles appear- 
ing in The Canadian Chartered Ac- 
countant dealing with financial state- 
ments contained in prospectuses and 
with accounting terminology have 
been of enormous benefit. These bul- 
letins and articles form the basis of 
the Commission’s established policies 
on financial statements and the mem- 
bers of the Institute engaged in pros- 
pectus work are urged to study them. 

The present Ontario Act is a revi- 
sion of the 1947 Act which in turn 
grew out of the Act of 1945. The 
Acts previous to the 1945 Act made 
little if any reference to the financial 
statements of a company filing a pros- 
pectus. The 1945 Act required the 
filing of a balance sheet and profit 
and loss statement of the company 
“certified” by the company’s auditors. 


When the 1947 Act was being drafted, - 


an effort was made by the Commis- 
sion to include in that Act require- 
ments for financial statements which, 
as far as practicable, were consistent 
with suggestions from the accounting 
and legal professions and the invest- 
ment and brokerage industry, and 
were not inconsistent with the Do- 
minion and Ontario Companies Acts. 
The financial statement requirements 
were not revised when the present 
Act was drafted. 


Financial Statement Requirements 

The current requirements for finan- 
cial statements as contained in the 
Act are simple and call for a balance 
sheet of the company and an earnings 
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statement covering operations for the 
past ten vears. In the case of a com- 
pany with subsidiaries, a consolidated 
balance sheet and earnings statement 
are required and provision is made for 
the use of pro forma balance sheets. 
The requirements for the financial 
statements of mining, industrial and 
investment companies differ to the 
extent deemed necessary. These of 
course are only the basic minimum re- 
quirements. It was considered im- 
practicable to attempt to provide for 
all eventualities in the Act with the 
result that the Act stipulates that the 
financial statements must be “in a 
form acceptable to the Commission”. 


This provision permits the Com- 
mission to formulate policies which, 
while within the frame-work of the 
Act, are much more elastic than if all 
specific requirements were incorporat- 
ed in the Act. It also permits the 
Commission to refuse to accept finan- 
cial statements which are consistent 
with the requirements of Securities 
Acts in other jurisdictions but are not 
in accordance with accounting prin- 
ciples and practice as generally ac- 
cepted in this Province. Another im- 
portant stipulation in the Act is that 
the auditors must be persons accept- 
able to the Commission. Auditors 
classified as unacceptable are usually 
those who are not licensed to prac- 
tise public accountancy and_ those 
who are officers, directors or employ- 
ees of the company whose financial 
statements they are reporting upon. 


The established policies of the 
Commission cannot of course cover 
all situations and it is recognized that 
svecial circumstances may necessitate 
discussions with the Commission. 
However, an adherence to the re- 
quirements of the Act and the Com- 
mission’s policies results in a saving 
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of time to both the auditor and his 
clients. Unfortunately, a large num- 
ber of prospectuses are submitted to 
the Commission wherein it is appar- 
ent that the auditors have made no 
attempt to comply with the Act or the 
Commission’s policies. Only a small 
number of these occurrences are the 
result of companies using financial 
statements in prospectuses without in- 
forming the auditors of the use to 
which the statements are to be put. 


Common Faults in Financial 
Statements 


Some faults in financial statements 
which result in requests by the Com- 
mission for correction are of rela- 
tively common occurrence. Disclos- 
ure should be complete and _ plain. 
The terminology should be exact and 
readily understood by members of 
the public, many of whom are learn- 
ing of the company for the first time. 
The auditor should exercise great 
care in his selection of captions so 
that their proper meanings are clear 
to the layman who is more than likely 
not easily conversant with accounting 
terms. The financial statements must 
be complete in themselves and not 
contain references to other parts of 
the prospectus or references to finan- 
cial statements included in earlier 
prospectuses. 


It frequently happens that circum- 
stances which materially affect the fi- 
nancial position of the company oc- 
cur between the date of a balance 
sheet and the date of the auditor’s re- 
port. A disclosure of these circum- 
stances might be of great interest to 
a prospective purchaser and would in- 
crease his knowledge of the company. 
Such items should be covered by way 
of a footnote to the balance sheet or 
by a comment in the auditor’s report. 
Disclosure in this manner occurs most 


frequently in balance sheets of mining 
companies and may cover underwrit- 
ings and options on the company’s 
capital stock and acquisition of, or ar- 
rangements for, the purchase of prop- 
erty, claims or leases. In prospec- 
tuses of industrial companies the firm 
underwritings and other material 
changes are usually given effect to in 
a pro forma balance sheet. 

In the preparation of a consolidated 
balance sheet it is generally under- 
stood that the figures pertaining to 
each company are prepared as at the 
same date and, in most instances, the 
Commission insists that this practice 
be followed. However, in instances 
where a company purchases the as- 
sets and assumes the liabilities of a 
second company as opposed to the 
creation of a subsidiary by the pur- 
chase of the outstanding shares of an- 
other company, it is acceptable to use 
figures of the second company pre- 
pared as at the date of the take-over. 


Although the Securities Act makes 
no mention of a combined earnings 
statement, such a statement is prefer- 
able to a consolidated statement un- 
der certain conditions. It is used 
to show transactions between the par- 
ent company and a subsidiary which 
took place prior to the acquisition of 
the subsidiary where the deletion of 
such transactions is either impractic- 
able or impossible. Inter-company 
transactions of a date subsequent to 
the acquisition of the subsidiary 
should of course be excluded from 
the statement. The statement must 
disclose the date of the acquisition of 
the subsidiary and state that inter- 
company transactions subsequent to 
that date are not included. 


Many balance sheets are forwarded 
with prospectuses wherein provisions 
deducted from the book values of 
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assets before arriving at the balance 
sheet values are not shown either as a 
deduction on the balance sheet or as 
a note in the asset caption, or else- 
where. This is particularly noticeable 
with respect to provisions for doubt- 
ful accounts receivable and deprecia- 
tion. It is considered necessary in the 
interests of plain disclosure that the 
amounts of such deductions be shown 
and it appears desirable that, if they 
are not deducted on the balance 
sheet, they should appear in paren- 
thesis in the captions to the assets af- 
fected where practicable, instead of 
in a footnote. 

There appears to be a great reluct- 
ance on the part of many accountants 
to change their thinking on the uses 
of the words “Provision” and “Re- 
serve’. The word “Reserve” should 
be deemed to have the same meaning 
as set out in the Corporations Act 
(Ontario) 1953. Undoubtedly a uni- 
form terminology and uniform meth- 
ods in presenting financial statements, 
if put in general use among Cana- 
dian accountants, would result in 
standardization to a considerable ex- 
tent and make financial statements 
more understandable to the public. 

Some auditors’ reports on balance 
sheets do not contain the informa- 
tion which the Securities Act requir- 
es. A common fault is the omission 
of “a reasonably comprehensive state- 
ment as to the examination made” 
which is stipulated in the Act. (The 
requirements of the Securities Act in 
this respect differ from the require- 
ments of the new Corporations Act of 
Ontario and the Companies Acts of 
other Provinces. ) 

Balance sheets of mining compan- 


ies are frequently refused because the 
basis of valuation of the company’s 
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properties, claims or leases is not ful- 
ly disclosed. A disclosure must be 
given in as plain and full a manner 
as is practicable. The consideration 
given by a mining company for such 
assets is usually in the form of shares 
of the company priced at an arbitrary 
valuation and a prospective purchaser 
of the company’s shares is entitled to 
know how the valuation was calcu- 
lated. If the vendor consideration 
consisted of both shares and cash, the 
totals of each must be shown. 


Pro Forma Balance Sheets 


A pro forma balance sheet is un- 
acceptable to the Commission unless 
an adequate disclosure is made of the 
underlying assumptions upon which 
it is predicated and unless such as- 
sumptions are based on firm commit- 
ments from responsible parties. No 
part of a pro forma balance sheet 
should be based on an option and 
there should be reasonable assurance 
that the company’s position will, in 
fact, resemble that shown by the 
statement. The auditor should con- 
sider himself responsible to ascertain 
that the changes given effect to in the 
pro forma balance sheet are in ac- 
cordance with the plans of the com- 
pany. 

Deferred mining development and 
exploration expenses may not be 
grouped with the valuations of fixed 
assets and shown as additions to the 
book values of such assets unless such 
expenditures were made as a part of 
the company’s plan to sell the assets. 
Expenditures of this nature are norm- 
ally classified by the Commission as 
expenses because they are to be 
eventually written off against future 
production operations. 
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The Underwriting of 
Pension Plans 


CYRIL J. WOODS 


THE RAPID growth of pension plans in 
Canada has brought with it increased 
interest in methods of “underwriting” 
(the systems by which contributions 
are accumulated to provide benefits 
as they become due). 


A “Survey of Canadian Trusteed 
Pension Funds 1953”, conducted by 
the Dominion Bureau of Statistics and 
recently published, covered trusteed 
pension funds of incorporated com- 
panies. These funds totalled $835,- 
000,000 at the end of 1953. The re- 
serves held under life insurance group 
annuities in Canada at the same date 
totalled $398,000,000. The increase 
in trusteed funds during 1953 was 
$111,000,000 as against $62,000,000 
under group annuities. 


Excluded from trusteed fund fig- 
ures were the funds of government, 
religious, educational and trade or- 
ganizations, Crown companies, etc. 
These figures are some indication of 
the popularity of various underwrit- 
ing methods. 


The advice of the auditor or the 
accountant of any company will cer- 
tainly be sought in any serious review 
of the method of underwriting of a 
proposed pension plan or of an exist- 
ing one. An accountant, without in- 


vading the field of the actuary, should 
certainly have a general knowledge 
of pension fund underwriting and fi- 
nancing. 

A large employer will usually select 
a trusteed plan; a small employer will 
usually elect an insured plan. This 
leaves a wide field of medium-sized 
groups or of small groups with high 
potential growth where the relative 
virtues of various underwriting meth- 
ods should be compared. 

Pension plans are not primarily the 
field of the life insurance industry. 
The earliest pension plans were trus- 
teed. Many pension plans have been 
instituted on a trusteed basis in recent 
years or have, indeed, been changed 
to trusteed from an insured basis. 


Yet the life insurance industry is 
also responsible for a considerable 
number of pension plans and has 
striven hard to institute methods of 
underwriting and administration of 
maximum efficiency. 


A specialist in this controversial 
field must consider each case impar- 
tially, on its merits. It is difficult to 
generalize without being accused of 
bias. 


This article deals with all forms 
of underwriting. It discusses in more 
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detail features of the trusteed plan 
which are infrequently publicized, 
relative to extensive insurance adver- 
tising, essentially to achieve a proper 
balance. There is no suggestion that 
every plan should be trusteed; the 
writer's firm, indeed, has instituted 
a substantial number on an insured 
basis. 


Trusteed Underwriting 

Under the trusteed basis all contri- 
butions are held and invested by a 
trustee. All benefits are provided 
from this fund. A consultant actu- 
ary establishes the contributions re- 
quired from the employer, in addition 
to member’s contributions, from time 
to time. In small groups each mem- 
ber’s pension might be purchased, on 
retirement, from the Government An- 
nuities Branch or from an insurance 
company. In larger groups pensions 
would be paid direct from the fund. 
Actuarial valuations must be approv- 
ed by the Superintendent of Insur- 
ance. All investments must conform 
to the Insurance Companies Act. 


Government Annuity Underwriting 
Prior to April 1948 many pension 
plans were instituted through con- 
tracts with the Government Annuities 
Branch of one or other of the types 
offered by insurance companies and 
described below. The change from 
4% to 3%, later to 314%, in the in- 
terest offered, accompanied by greater 
stringency in the mortality basis, con- 
tractual rigidities, lack of cash term- 
ination benefits, maximum ($100 
monthly) annuities with consequent 
duplication of underwriting and ad- 
ministration to provide higher pen- 
sions, has more than eliminated their 
previous advantage, costwise. 


In consequence their popularity has 
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appreciably diminished and a num- 
ber of such plans, while retaining the 
4% contracts, have changed to wholly 
trusteed or insured. 


Insurance Company Underwriting 


INDIVIDUAL PoLicy PENSION TRUSTS 


Originally the only medium the in- 
surance company had to offer was in- 
dividual policies. No doubt such 
policies were sometimes used to pro- 
vide pension benefits for individuals, 
say for the top executives of a busi- 
ness firm. However, such isolated 
contracts did not deserve the name of 
pension plan until a trust was set 
up to hold and administer a group of 
policies. An individual pension policy 
was effected for each member and a 
new policy for each increase in bene- 
fits, all held by the trustee. This 
method was cumbrous and costly to 
administer. Some insurance compan- 
ies have simplified their methods and 
still offer this to very small groups. 
Such policies require level premiums, 
usually guaranteed for the life of each 
policy. 


Group ANNUITY POLICY 

Recognition of groups rather than 
individuals led to the evolution of the 
group annuity policy. Under this 
method a master policy is issued to 
the employer with certificates to mem- 
bers. Contributions of both employer 
and member are allocated directly to 
each member in the accounting, 
avoiding any change in the master 
policy or certificates. Contributions 
purchase definite amounts of deferred 
pension. The extent to which prem- 
iums are guaranteed varies consider- 
ably. Usually the insurance company 
reserves the right to change the prem- 
ium basis after five years. 
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Deposir ADMINISTRATION 

The group annuity policy had 
simplified administration as compared 
with an individual policy trust. Much 
greater simplification could, however, 
be achieved if specific allocation of 
employer's contributions to each in- 
dividual member, with all the com- 
plications involved in terminations of 
service, earnings increases, etc., could 
be avoided. 


Under the deposit administration 
policy, the most recent development, 
the employer remits to the insurance 
company such sums, in addition to 
member’s contributions, as are deem- 
ed adequate by a consultant actuary 
to provide benefits. The insurance 
company provides limited guarantees 
as to the rate of interest at which all 
contributions will be accumulated 
and the rates at which pensions, as 
retirements occur, will in effect be 
purchased by transfers from the de- 
posit administration fund. 


A typical guarantee is that all 
amounts deposited in the first five 
vears will be accumulated at a speci- 
fied rate of interest until that part of 
the fund is exhausted in purchase of 
pensions and other benefits. 


Amounts withdrawn from that fund 
to purchase pensions are applied at 
conversion rates guaranteed as long 
as that part of the fund lasts. This 
applies on the “First In — First Out” 
principle, all pensions falling due be- 
ing purchased by lump sums with- 
drawn from the first fund until it is 
exhausted, even though part of such 
pension will have been earned after 
the first five years. The rate of in- 


terest and conversion basis is estab- 
lished quinquennially for contribu- 
tions to be made in the ensuing five 
years. On this basis the period over 


which any guarantee really lasts is 
limited. 


The Trend in Underwriting 

A study of these descriptions shows 
how experience has led insurance 
companies to reduce guarantees of in- 
terest and mortality as they have pro- 
gressed from one form of policy to 
the next and to simplify and thus 
economize on administration, until the 
end product, the deposit administra- 
tion plan, closely resembles the trus- 
teed plan. This does demonstrate the 
innate ability of a pension plan to 
stand on its own feet and leads us, 
therefore, to consider the nature of 
any weaknesses that may exist. 


Pension Plan Risks 

Should a pension plan be insured? 
As we have seen, under individual 
policy trusts or a group annuity 
policy, an employer can pay for and 
obtain a guarantee protecting pension 
benefit credits accrued at any time. 
Should he refuse to consider the risks 
involved under the deposit adminis- 
tration or trusteed plan, even if he 
will obtain greater flexibility and may 
expect significant savings in reduced 
cost? What are these risks? They 
are: 
1. Risk of loss from mortality 
2. Risk of loss from interest 
8. Risk of loss of capital. 


THe Morta.ity Risk 

We commonly understand mortality 
risk as the risk involved in life insur- 
ance. A group life insurance plan, 
(as opposed to a group annuity plan) 
where death benefits are material, 
would involve very heavy risk on a 
trusteed basis. Only a few extra un- 
expected deaths could bankrupt the 
fund overnight. An employer giving 
such a fund even only a moral guaran- 
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tee could face embarrassingly heavy 
and sudden liabilities. 

Mortality risk under a pension plan 
is quite the opposite — the risk that 
the members on average will live 
longer than they are expected to live, 
which obviously takes a long time 
to do. The risks could certainly in- 
volve the employer in extra cost, but 
a cost which would be anticipated 
over many years and should not be 
embarrassing. 

The continuing trend to longer life- 
time may produce increased pension 
costs but could well have the opposite 
effect. Improved physical conditions 
at later ages, plus increasing living 
costs, are producing a concurrent 
trend towards deferred retirement. 
Working lifetime rather than retire- 
ment lifetime is being increased. The 
very considerable reduction of pen- 
sion liability on deferred retirement 
may more than compensate mortality 
risk. 


INTEREST RIsk 

A drop in market interest yield 
would reduce interest income expect- 
ed from new investments and would 
accordingly increase the employer's 
contribution towards future benefits. 

The employer’s cost would also in- 
crease under an insured plan because 
of change in premium rate schedules. 

The yield obtained on investments 
previously made will not change ex- 
cept to the extent that investments 
such as bonds, as they mature, have 
to be reinvested at a lower than orig- 
inal yield. Consequently, no signifi- 
cant trend to increase the cost of 
benefits accrued should result. 

It is important to point out that the 
older forms of insurance policy do 
provide fairly extensive guarantees to 
hedge against mortality and interest 
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risk in respect of present members of 
plans and their present earnings. 


CaPITAL Risk 


A pension plan is peculiarly pro- 
tected against a general fall in mar- 
ket capital values, an ill wind which 
incidentally blows some good because 
it increases the interest rate on new 
investments. Contributions and inter- 
est income normally exceed benefit 
outgo and the problem is usually one 
of investments of net new moneys 
rather than forced liquidation of as- 
sets. Investments in bonds will norm- 
ally be held to maturity, and market 
values at intermediate points of time 
are of minor importance. 

Capital depreciation of an individ- 
ual security would affect an insurance 
company by no more, perhaps, than 
a decimal in its overall interest yield 
but could have significant effect on a 
small trust fund. 


Opinions will again differ on how 
large a trust fund should be to with- 
stand such an onslaught. Argument 
in this regard is now obviated by the 
introduction of pooled pension funds 
by corporate trust companies. Such 
pooling of investments for many 
small plans effects the same result in 
capital security as merging of iden- 
tity of individual plan contributions 
in the assets of an insurance company. 
Insurance agents frequently cite defi- 
cits which have arisen in post-war in- 
flation years under trusteed plans 
where pension is based on final aver- 
age earnings as evidence of capital 
risk, in ignorance of the fact that it is 
the pension formula not the under- 
writing basis which is in question. 
Under such a plan, if it could be cov- 
ered by insured underwriting, a prem- 
ium invoice for at least this deficit 


would be faced. 
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It becomes apparent why small 
groups, despite the gradual nature of 
a risk, should “pool” risks of fluctua- 
tions in an insurance contract — and 
why, in larger groups, the risk ele- 
ment is minimized to well below the 
day-by-day business risks of the em- 
ployer. 


The Advantages of the Trusteed Plan 


The trusteed plan is the most 
simple method of underwriting. In 
the last decade, corporate trust com- 
panies have organized investment de- 
partments of top grade personnel 
and performance to produce maxi- 
mum interest yields consistent with 
capital security, and consultants are 
responsible for actuarial supervision 
and administration. 

The concept of the pooled pension 
trust fund now permits application of 
the trusteed basis to small groups. 
Here are some of the advantages. 


1. ELIMINATION OF MARGINS 

The reserve under a trusteed plan 
is actuarially determined on a con- 
servative basis. Insurance companies 
must inevitably preserve a greater 
margin of reserve where benefits have 
been definitely purchased to protect 
themselves against loss in any reason- 
abie circumstances and to provide 
reasonable profit. The more exten- 
sive their guarantees the wider the 
margin, naturally. 

Premiums under an_ individual 
policy pension trust, for instance, will 
generally exceed those under a group 
annuity policy. The latter, again, 


will usually exceed the outlay under 
a deposit administration contract, be- 
cause of the more extensive guaran- 
tees offered. The recommended out- 
lay under a trusteed plan would gen- 
erally be less than any insured ar- 
rangement. 


The reduced strain on working cap- 
ital due to lower outlay under the 
trusteed plan is a very significant fea- 
ture. 

At any point of time a properly 
supervised trusteed plan should have 
involved accumulated outlay appre- 
ciably less than under an insured 
plan. 


2. INTEREST RATES 

Many trusteed pension plans in 
Canada, benefiting fully from ex- 
perienced trustees or from corporate 
trustee services, are earning 4% to 
41/,% and more, net of investment ex- 
penses, both on the existing fund and 
on new investments. Such funds are 
conservatively invested in accordance 
with the Canadian and British Insur- 
ance Companies Act. (Incidentally, 
most insurance companies _ report 
gross earnings of well over 4%). 

This indicates the level of perform- 
ance which can be expected at a time 
when the maximum interest rate 
credited in insurance contracts, under 
deposit administration contracts, is 
at best around 314% to 384%. It 
may be less, particularly on other than 
deposit administration contracts. 

This difference of 14%, which will 
probably persist whether market 
yields rise or fall, may seem insigni- 
ficant. Actually interest is the most 
powerful force in pension plan fi- 
nancing. An average member may 
exceed 30 years in service and 15 
years on pension. A continued mar- 
gin of 14% per annum could increase 
benefits if employers and members’ 
contributions were fixed, by 10%; or 
it could reduce employer's costs (if 
originally estimated on a 50-50 basis ) 
by over 20%. 


38. EXPENSES 


Trustees investment expenses 
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(144% of capital or less, on larger 
funds) have already been offset 
against the interest yield. Consult- 
ants will provide actuarial supervi- 
sion and more personalized adminis- 
tration for fees which will be quoted 
and which, because much detail ne- 
cessary to conform to insurance con- 
tracts is avoided, can be compared 
with the loading in insurance prem- 
iums for similar services. 


4. FLEXIBILITY 

(a) Benefits 

Retirement is a human problem 
and many types of benefit most de- 
sirable to employees are practical un- 
der a trusteed plan but, being con- 
sidered “uninsurable”, cannot be 
made available under an insured plan 
(with certain reservations regarding 
deposit administration contracts ). 

Widows’ pensions, disability pen- 
sions, and types of benefit currently 
being negotiated with unions are am- 
enable to actuarial control but not to 
insurance contracts. 

Pensions based on final average 
earnings are “uninsurable”. On a 
trusteed basis provision can be made 
by the actuary for future earnings in- 
creases. This cannot obviously cover 
the effect of unexpected heavy infla- 
tion, but is the best available wav 
of providing against increased pen- 
sion commitments that will inevitably 
arise as a result of inflation if ade- 
quate pensions are to be offered. 


(b) Adjustments and Alterations 

Under insurance contracts employ- 
ers credits on termination and on 
postponement of retirement have to 
be specially calculated as they occur. 
This additional administration is un- 
necessary under a_trusteed plan, 
where such credits merely emerge as 
surplus on periodic valuations. 
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Major alterations to the plan due 
to improvements or reductions in 
benefits, which may certainly arise if 
old age security is appreciably in- 
creased, are more easily made by the 
employer where the acquiescence of 
an insurance company or the rigidities 
of its contracts or methods have not 
to be considered. 


5. CHANGE OF UNDERWRITING 

Since a pension plan has a natural 
ability to stand on its own feet the 
main emphasis of both insurance com- 
pany and trust company should be on 
service rather than risk insurance. 
With large sums involved service can- 
not be taken for granted. An insur- 
ance company may fail to keep prem- 
ium rates competitive or withhold 
reasonably expected dividends; a 
trust company may fail to earn in- 
terest in line with current yields. 

Under a trusteed plan the remedy 
is simple. The assets are passed to 
another trustee without loss. Under 
an insured plan the assets, which have 
become the property of the insurance 
company, are not as simply surren- 
dered. Paid-up annuities would be 
available but would rarely reflect sur- 
plus reserves held by the insurance 
company. 


Conclusion 

Rarely will an employer enter upon 
a longer term project than that of a 
pension plan. While every plan 
should periodically be reviewed to 
ensure that it is still performing the 
purpose for which it was intended, 
and may accordingly be modified 
from time to time, we are th‘nking in 
terms of 50 and 100 years, rather than 
5 and 10. The accumulated contribu- 
tions of quite small firms will amount 
to very substantial sums in course of 
time. 
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Insurance Coverage - The Onus 
on the Auditor 


C. E. C. STEWART 


Ir PROBABLY can be said in fairness 
that, nothwithstanding opinions ex- 
pressed in certain reference books, the 
auditor frequently concerns himself 
more with the amount of his client’s 
prepaid insurance premiums than 
with the adequacy of the coverage 
provided by the policies in force. The 
stand which is often taken in defence 
of this procedure is that a public ac- 
countant cannot be expected to be 
expert in insurance matters and that 
this field should be left entirely to in- 
surance agents and brokers. 


In the choosing of the type of 
policy which best suits the needs of 
the insured, it must be admitted that 
the auditor has not sufficient knowl- 
edge to offer any comments, although 
he may have seen policies in force 
which failed to cover the client to the 
best advantage. The matter of the 
amount of coverage, however, has a 
very great bearing on his client’s fi- 
nancial position. In the event of a 
casualty inadequate coverage can be 
crippling, or even fatal, particularly 
when the policy contains a co-insur- 
ance clause. 

The auditor is retained to report on 
the state of the client’s financial af-. 
fairs, and any contingency which may 
have an adverse effect upon those 


affairs should come within the scope 
of his examination. He takes care to 
consider contingent liabilities, such as 
pending lawsuits, discounted bills and 
sales made under guarantee. Why 
then should he not consider the possi- 
bility of a fire or other casualty which 
might wipe out his client completely? 


General Kinds of Insurance 

For the purpose of this article in- 
surance policies, excluding life assur- 
ance, may be divided into four main 
categories: 

(a) Physical damage 

(b) Third party liability 

(c) Fidelity 

(d) Loss of earnings. 

With physical damage policies the 
question is, “Can the auditor be ex- 
pected to assess the value of the prop- 
erty insured?” Obviously, not being 
an appraiser, he cannot assess the re- 
placement value of fixed assets. He 
can, however, determine that the 
amount of insurance is at least equal 
to cost as recorded in the accounts 
and inquire whether any recent ap- 
praisal is available showing replace- 
ment values. In the matter of inven- 
tories he is expected to be somewhat 
more expert, and it is now generally 
accepted that the auditor has some 
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responsibility for the value placed on 
this asset in the balance sheet. In 
these circumstances, who can say that 
he is not qualified to express an opin- 
ion as to the adequacy of insurance 
coverage? 

With third party liability insurance, 
it is far more difficult for the account- 
ant to determine possible losses, and 
indeed legal advice is probably more 
accurate than that provided by any 
other expert in this respect. It is im- 
possible to foresee the amount of 
damages that might be awarded by 
a court, and the auditor should con- 
fine his activities to ascertaining that 
the client is insured against bodily 
injury, property damage, employer's 
liability and similar contingencies. 
His yardstick of the amount required 
is only the same degree of common 
sense and prudence as would be ex- 
pected of any member of the general 
public. 

It goes without saying that fidelity 
insurance automatically occupies an 
important place in the auditor's think- 
ing, and there is no need to elabor- 
ate on it here. 

Loss of earnings insurance is a sub- 
ject of great importance to the ac- 
counting profession. Auditors ordin- 
arily do not deal with fixed assets, 
but they do deal every day with 
profits and expenses. They are there- 
fore in the position of experts in these 
“commodities” and are able to assess 
the value of the risk insured. 


Business Interruption Insurance 
Business interruption insurance 
which term is a_ better descrip- 
tion than the commonly used but 
more specific term “use and occu- 
pancy”, is available in a number of 
forms, each form having its own pur- 
pose and being developed for and 


suited to the needs of different enter- 
prises. Naturally the protection re- 
quired by a trading organization dif- 
fers somewhat from that required by 
a manufacturer, while a theatre or 
hotel will have still other needs. In 
barest outline, the forms fall mainly 
into the following classes: — 


(a) Two-item contribution form 

(b) Gross earnings form 

(c) Profits insurance (English 
form ) 

(d) Extra expense insurance. 


The first two types are most com- 
monly used in Canada. Almost in- 
variably there is a co-insurance clause. 
Under these two forms the insured is 
indemnified for the actual loss sus- 
tained during such period immedi- 
ately after, say, a fire in which, with 
due diligence and dispatch, the repair 
or replacement of the property de- 
scribed could be effected. It is im- 
portant to note that the period of in- 
demnity as described here may very 
well not coincide with the actual 
period of suspension. The insurance 
company assumes no responsibility 
for delay caused either by manage- 
ment indecision or by the replacement 
of an obsolete plant with a plant of 
different design or construction. The 
insurer is interested only in the length 
of time required, using due diligence 
and dispatch, to replace the prop- 
erty destroyed with property of a 
similar nature. The loss, of course, 
is the loss of net profits plus expenses 
which must necessarily continue dur- 
ing the period of indemnity; or, con- 
versely, the loss of gross profits less 
those expenses which discontinue dur- 
ing the period of indemnity. 


The principal difference between 
the two forms described above and 
the English profits form, which to 
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some extent is used in Canada, is 
that the latter provides that within 
the prescribed limits the period of 
indemnity shall continue for so long 
as the insured shall feel the effects of 
the fire, whereas the others provide 
for indemnification only during the 
period necessary for the restoration of 
the damaged property. 

Extra expense insurance was prim- 
arily designed for those businesses 
which must carry on regardless of 
cost (service businesses, such as pub- 
lic utilities and newspapers) but it is 
also useful for a manufacturer with 
plants at several locations who could, 
by putting on an extra shift at one or 
more unaffected plants, continue to fill 
all his orders by incurring a few extra 
charges, such as freight. In such 
cases there would be no loss of pro- 
duction. It is important to bear in 
mind that use and occupancy con- 
tracts usually require the insured to 
adopt alternative procedures and 
make use of such other premises as 
may be available, if by doing so the 
loss can be reduced. Extra expense 
insurance is often cheaper than use 
and occupancy as a_ considerably 
lower amount of coverage may be 
sufficient. An insured person carry- 
ing use and occupancy might find his 
claim considerably reduced as the re- 
sult of having adopted an alternative 
operation, and find that he had been 
paying the higher premium when he 
would have been adequately covered 
by extra expense insurance. How- 
ever, the auditor should be extremely 
reticent about suggesting changes, 
other than a verbal suggestion to the 
client that he might wish to discuss 
the matter with his broker. 


Some Points to Consider 


Here are the major points for the 
consideration of the two-item and 


gross earnings forms and a rough 
yardstick by which the auditor can 
assess the amount which should be in- 
sured. 

In most contracts it is stipulated 
that in determining both the insur- 
able value and the loss, due consider- 
ation shall be given to the experience 
of the business before the fire and the 
probable experience thereafter had no 
fire occurred. The auditor will have 
to use the figures of the year just 
ended and apply to these an estimat- 
ed factor for future prospects after 
discussion with the management. As 
premium adjustment clauses are now 
available under which a rebate of 
premium can be obtained if too much 
insurance has been carried, this cal- 
culation should err on the side of 
optimism. 

The co-insurance clause should be 
examined most carefully. It will be 
found that in the co-insurance clause 
of the two-item contribution form the 
insured is required to carry (for Item 
I) the stipulated percentage of the 
sum of the net profit and the annual 
total of all charges and expenses of 
any nature whether continuing or not 
(except ordinary payroll, and light. 
heat and power costs above minimum 
contractual charges). The co-insur- 
ance clause of the gross earnings form 
contains an equivalent requirement, 
although the computation is on a dif- 
ferent base. On the other hand, in 
the case of a fire the insured can claim 
only those expenses which necessarily 
continue during the period of sus- 
pension. On the face of it this ap- 
pears to be an inequity, but there are 
good reasons for it which need not be 
discussed here. The fact remains that 
this requirement exists, and it should 
be watched carefully as it has caused 
a great many insured persons to be- 
come co-insurers. 
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The policy may be limited to a 
maximum period of indemnity. Usu- 
ally this limit is one year from the 
date of the fire, but it may be more 
or less. In answer to a recent in- 
quiry, an insured person stated that 
in the event of a total loss it would 
take approximately one year to re- 
build and re-equip his plant. He was 
astounded when it was pointed out 
to him that his policy covered him 
for a maximum of six months, a fact 
that he had entirely overlooked when 
placing the insurance. 


In most cases insurance brokers use 
a standard printed worksheet to es- 
tablish the amount of insurance they 
should place for their client. If the 
client has not a copy in his files, it 
should be readily obtainable from the 
broker for comparison with the actual 
results as shown in the client’s ac- 
counts. If a worksheet is not avail- 
able, by a very rough rule of thumb 
the amount covered under Item I of 
a two-item policy should be X% (the 
co-insurance rate, usually 80%) of 
the amount arrived at by deducting 
from the sales value of production 
the sum of material cost of goods pro- 
duced, ordinary payroll (those em- 
ployees who would be laid off) and 
the excess of light, heat and power 
costs over minimum contractual 
charges. Under a gross earnings 
policy the coverage should be the co- 
insurance percentage (usually 50° ) 


of the amount arrived at by deducting 
from the sales value of production the 
material cost of goods produced. 


The Auditor’s Responsibility 

Chartered accountants are fre- 
quently retained by insurance ad- 
justers to report to them upon the 
fairness of claims made under busi- 
ness interruption insurance policies. 
In a great many of these cases it has 
been found necessary to report that 
the co-insurance requirement has not 
been complied with. In some cases 
very substantial reductions in the 
amount claimable have been suffered 
by the insured for this reason. _Al- 
most invariably in under-insured 
cases, the insured has wondered 
aloud why his auditor had not warn- 
ed him of the deficiency in coverage. 
Now the auditor has not yet been 
held to’ be legally responsible for 
failure to draw such deficiencies to 
his client’s attention, but it is certain 
that he depends upon his client’s 
goodwill for re-appointment, and it 
would be prudent for him to extend 
the scope of his work to this field if 
it is not already a part of his regular 
auditing procedure. 


It will be found that the examina- 
tion of this phase of the client’s affairs 
takes a very short time once the au- 
ditor has familiarized himself with in- 
surance policies, and it may protect 
a client from incurring a serious loss. 
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ACCOUNTING FOR MANAGEMENT 


Recently I have frequently heard 
opinions expressed that the business- 
man is becoming more in need of 
help with his management problems 
than with his tax problems. There 
is a levelling off in tax rates and we 
are becoming more accustomed to the 
problems in this area. A more com- 
petitive economy reduces easy profits 
and demands efficient business prac- 
tices. Of course helping clients by 
providing them with the tools for 
proper management is not a new 
idea. Accounting literature of 50 
years ago contains articles on this 
subject. However, current interest is 
certainly evident in today’s conven- 
tions and publications. 


American Institute of Accountants 
Annual Meeting, October 1954 


“Management Services to Small 
Businesses” was discussed at a session 
for local practitioners. The main 
speaker, Mr. A. Christen, CPA, feels 
that competition from business man- 
agement firms will bring accountants 
to a greater awareness of the need to 
offer more than a routine audit to 
compete with other types of services 
available. 


Apparently in the U.S. the competi- 
tion is pretty strong. The business 
management firms do a very good 
promotion job and usually try to avoid 
the accountants as a matter of policy, 
as they expect that the accountants 
will be unsympathetic and won't help 


them. Mr. Christen’s answer to this 
competition is to get there first, glam- 
orize this work in a professional way 
and do a better selling job. 

Clients can be expected to be ini- 
tially cautious about making new uses 
of the auditor and may be reluctant to 
commit themselves. You may find 
when new methods you have sug- 
gested have proven successful, that 
the client will take all the credit for 
them as being his own ideas and will 
say that he was only checking with 
his accountant. This should not mat- 
ter as long as the client continues to 
“check” with you, and as long as he 
pays your bills. But if the client gets 
the attitude “What the blazes are you 
going to raise the roof about next?”, 
then you should look out. This is a 
sign that he is being provided with 
more services than he needs. 

As to how far an accountant should 
go when criticizing operations of a 
client, it was felt that there are really 
no limits, except those dictated by 
common sense and the personal ex- 
perience and knowledge of the ac- 
countant. As an example one account- 
ant cited a case of a newspaper 
client, with four advertising salesmen, 
that was losing money. He recom- 
mended that proper controls over 
their activities be instituted along 
lines he had seen used by other 
clients. These included daily meet- 
ings, prospect reports, and target 
figures. His recommendations _ re- 
sulted in substantially increased rev- 
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“SERVICES RELATED TO SALES 

1. Review of pricing policies and 
mechanics 
a) check cost estimates and cal- 

culations. 

2. Inquiry into effectiveness and 
adequacy of advertising 
a) recommend independent con- 

sultant. 

8. Review of reasonableness of 
credit terms and discount rates. 

4. Discussion of distribution meth- 
ods, encouraging inquiry into 
their effectiveness. Use of an in- 
dependent consultant might be 
recommended to advise on use of 
jobbers, sales directly to retailers, 
or other means of distribution. 

5. Inquiry into policies and proced- 
ures used in launching new prod- 
ucts. Recommend outside con- 
sultants where desirable. 

6. Layout of sales statistics report 
forms and review data as to sales 
by product, territory, salesmen, 
groups. 

7. Analyses of cost of opening up 
new territories, adding new sales- 
men, launching a new item. 

8. Advice as to methods of fi- 
nancing. 

9. Analyses of profitableness, by: 
a) customers 
b) products 
c) salesmen 
d) territories 
e) minimum profitable sale. 

10. Cost analyses 
Taking of orders, promotion.” 

Additional lists covering the fol- 
lowing areas were included in Mr. 
Block’s outline: Equipment; Accounts 
Receivable; Purchasing and Receiv- 
ing; Sales Orders, Shipping and Bill- 
ing; Deliveries; Bookkeeping and Of- 
fice. 
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A Canadian Comment 

How about the application of this 
to Canada? Let us see what a panel 
member thinks: — 


“Many practitioners embarking on 
this type of work will not be experts 
to start with. They will have to do a 
considerable amount of research and 
study and then adapt the theory to 
practical situations. If the practition- 
er does not spend sufficient time 
studying to become proficient or if 
he attempts to charge all his research 
time to clients at his normal rates he 
will have a fee problem. But after 
doing the studying necessary to be- 
come expert in some of the activi- 
ties outlined, he will have an oppor- 
tunity to enhance his reputation and 
his practice should become increas- 
ingly remunerative. 

“This type of work is available in 
every practice now if the trouble is 
taken to develop it. If the work is 
well done it will impress the client 
more than normal audit service, and 
successful practices are built by satis- 
fied clients who become boosters. 
Those practitioners who are skeptical 
as to what the accountant can do 
should obtain reassurance from the 
success of others who enter the busi- 
ness management field with less prac- 
tical training than that of a chartered 
accountant. 

“However, the practitioner should 
be careful not to get into the realms 
that belong to the engineer, the sales- 
man or the production expert. He 
should advise management but should 
not attempt to take over its function.” 

Note: For help with this month’s 
column I am indebted to forum panel 
members George F. Abbott of Mont- 
real and William L. C. Wallace of 
Vancouver. 
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NOTEs AND COMMENTS 


A reader has taken exception to our 
suggested solution to a problem we 
posed in the August issue concerning 
the replacement of a fixed asset.' He 
offers the following solution: 

Present 

Cash outlay machine 
Annual operating costs $15,000 
Interest at 8% on $50,- 

000 to be borrowed 

for new machine .. . 


New 
machine 
$ 9,000 


4,000 


$13,000 


$15,000 
He then concludes, “Thus there will 
still be a saving of $2,000 a year for 
three years, when the new machine 
must be purchased in any event, in 
addition to the $10,000 trade-in allow- 
ance obtainable now but not in three 
years.” 


After further thought about this 
problem, we are inclined now to agree 
that the trade-in allowance (which 
was amortized over ten years as a re- 
duction of the cash outlay in our sug- 
gested solution ) is more properly am- 
ortized over three years. One can say 
that the proposed replacement really 
involves two separate transactions: 
(i) a cash payment of $60,000 for a 
new machine which will last ten years 
and (ii) a receipt of $10,000 from the 


BY J. E. SMYTH, C.A. 


Associate Professor, 
Queen’s University 


seller for a trade-in allowance none of 
which will be available in three years 
time. This change, while perhaps 
subtle, has important consequences 
for the conclusions to be derived from 
the calculation. 

On the other hand, we submit that 
the solution offered by our reader 
overlooks two things: (i) that if a re- 
placement were made now, there will 
be a loss in its future service-capacity 
over the next three years, and its fu- 
ture usefulness will not be as great 
at the end of three years as that of a 
new machine purchased at that time; 
and (ii) that if a replacement were 
made now, the business would be able 
to earn 8% on the funds provided by 
the annual saving in cash outlays 
($15,000 — $9,000). This latter fac- 
tor amounts to a reduction in costs 
resulting from replacement and may, 
we suggest, be calculated as follows: 
First Year: 

8% on $6,000 for half a year on 
the average 
Second year: 
% on $6,000 for a full year and 
8% on $6,000 for a half year . 720 
Third year: 
8% on $12,000 for a full year and 
8% on $6,000 for a half year ... 


$ 240 


1,200 


$2,160 


! The problem was whether to retain a machine purchased seven years ago at a cost of 
$62,500, against which depreciation of $43,750 had been recorded and which has still 
an estimated future useful life of three years or to purchase a replacement which would 
cost $60,000 less a trade-in allowance of $10,000. Annual cash operating costs would 
be reduced from $15,000 to $9,000; and any new investment should yield 8% per 


annum, 


419 





420 
Average return over three years from 


2,160 
saving in cash outlays: --— = 


(1) Annual operating costs 
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We therefore offer the following 
revised solution for our problem with 
grateful acknowledgment to the read- 
er for his criticism of our original so- 
lution: 


(2) Average return on cash saving in epeiting costs resulting from 


replacement 


(3) Interest at 8% on $50,000 borrowed for replacement .. . 


(4) Loss of service-capacity of new machine over each t the 


next three years: $60,000 + 10 = . 


(5) Loss of trade-in allowance by retaining gennent machine: 


$10,000 - 3 = 


On the basis of this revised calcu- 
lation, there would seem to be little to 
choose between the alternatives of re- 
taining the present machine and re- 
placing it. 

° o e = 

Another reader deplores the ac- 
countant’s reluctance to use com- 
pound interest in answering questions 


(1) Annual operating costs . 


Present New 
machine machine 
$15,000 $ 9,000 
Pr rete ce Sete mech ae (720) 
4,000 
Saran 6,000 
Bes Fer oe ST I DR a B 3,333 





$18,333 $18,280 


of this kind: the answer, he points 
out, can never be precise unless one 
does so. There is, we must admit, 
very little to incorporating compound 
interest into the calculations provided 
one has the interest tables at hand. 
Accordingly, we present below our 
proposed solution, this time using 
compound instead of simple interest: 


(2) Average return on cash saving in operating costs venltiog from 


replacement 


(3) The yearly amount which should be received upon investing 
$60,000 in an annuity to run for 10 years at 8%: 


60,000 x .1490 = 


(4) The annual cost of forgoing the trade-in allowance of $10, 000, 


amortized at 8% over three years: 10,000 x .3880 = 


Present New 
machine machine 
$15,000 $ 9,000 
Se eee ee (720) 
IER ree 8,940 
3,880 
$17,220 








$18,880 





PUZZLE 


Arrange three coppers and two 
nickels in this order: 0 O 0 O o 
(where 0 = copper and O = nickel). 

Re-arrange these coins, as shown 
below, in four moves; with every 


move a nickel and a copper (or vice 
versa) must be taken: 
00000 
{Submitted by H. J. Vandermaas, 
Regina. ) 








STUDENTS DEPARTMENT 


THE QUESTION CORNER 


Is the auditor concerned with effi- 
ciency of management, or merely with 
adequate disclosure of the results of 
management? In the London and 
General Bank case (1895) the Court 
said, “It is nothing to him whether 
the business . . . is being conducted 
prudently or imprudently, profitably 
or unprofitably . . . provided he dis- 
charges his own duty to the share- 
holders.” 

Yet surely most internal control 
questionnaires are concerned very 
much with managerial efficiency. For 


example, an internal control question- 
naire covering the verification of bad 
debts expense would usually be con- 
cerned with two problems: 


(1) Is bad debts expense correctly 
stated? 

(2) Have all possible steps been 
taken to minimize bads debts ex- 
pense? 

Is not the second question irrele- 
vant to the auditor, as such? 
(Submitted by a student-in-accounts 

in Vancouver, B.C.) 


Editor’s Reply 


In the editor’s opinion, one must 
distinguish between matters affecting 
the internal administration of the 
business and high level policy deci- 
sions. As one of his duties to his 
client the auditor may reasonably be 
expected to offer advice which will 
effect improvements in office adminis- 
tration and the efficiency of day-to- 
day operations. On the other hand, 
general policy decisions, such as the 
investment of company funds and the 
declaration of dividends, are the pre- 
rogative of the executives or owners 
of the business. 

The Court’s remarks in the London 
and General Bank case, quoted above 
by our reader, were intended to re- 
late to general policy decisions by the 
directors of the bank. In that case 
the facts were that the directors had 
authorized large loans to customers 
which proved to be uncollectible and, 
without acknowledging that fact, had 
declared dividends to shareholders. 
The bank was adjudged bankrupt and 
the liquidator instituted proceedings 
to recover, on behalf of the creditors, 
the amount of the dividends paid 
over a period of two years during 


which time, it was alleged, the bank 
had in fact been insolvent. As mat- 
ters had turned out, both the grant- 
ing of the loans and the subsequent 
declaration of the dividends had been 
imprudent, but the Court ruled that it 
was not within the power of the audi- 
tors to interfere in such decisions; 
their duty was simply to report the 
financial position of the bank, as it 
actually was, to the shareholders. The 
evidence showed that the auditors 
knew that the balance sheet was sub- 
stantially misleading at the end of the 
second year in which the dividends 
in question had been paid. Having 
failed to report the financial position 
of the bank to its shareholders in a 
clear manner, the auditors were there- 
fore held liable for the dividend paid 
in the second year. 


On the matter of efficiency of in- 
ternal operation, however, we submit 
that when an auditor is appointed it 
is understood that he will act in the 
interest of his client to the full extent 
that his skills permit and that, accord- 
ingly, he will pass on to the client the 
benefits of his experience in efficient 
office procedures. It is, of course, un- 
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likely that litigation will arise over tions for improvements in office pro- 
the auditor's failure in this respect, cedure and efficiency have become a 
as it sometimes does with failure to valuable part of the auditor's equip- 
disclose the financial position of the ment in maintaining satisfactory rela- 
business. Nevertheless, recommenda- _ tions with his client. 


(Opinions expressed here are those of the editor himself, and comments and 
criticisms of his answer are invited. ) 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect the 
personal views and opinions of the various contributors. They are designed not as models 
for submission to the examiner but rather as such discussion and explanation of the problem 
as will make its study of benefit to the student. Discussion of solutions presented is cordially 
invited. 


PROBLEM 1 
Primary Examination, October 1953 (Ontario ) 


Accounting II, Question 6 (8 marks) 


Prepare in journal form, with appropriate explanations, the entries re- 
quired to record the following transactions: 

(1) The purchase of a new truck for $2,575 for which the company 
traded in a used truck with a trade-in allowance of $1,200 and paid 
cash for the balance. As of the date the used truck was traded in, 
it stood in the books in delivery equipment account at a cost of 
$2,425, with accumulated depreciation of $1,350. The company 
maintains its depreciation records on the straight line basis. 

On January 31, 1953, X acquired land and a building for $25,000 
cash subject to the rights of the tenants in the property who could 
continue to occupy the building for two months at a monthly rental 
of $100. 

X intended to demolish the building as soon as he could obtain pos- 
session thereof and to erect a building to be used in an entirely 
new enterprise. He proceeded to do this as soon as the tenants 
vacated the property and received $1,000 from the demolition com- 
pany for the salvage value of the building when it was torn down. 


A SOLUTION 
GENERAL JOURNAL 


— 
wo 
— 


Dr. Cr. 
(1) Nelivery equipment .......... 5 WN A, Pena Nae . 2,575.00 
RI at se Seeds me Ba we ALOE ae Dh ek ote do Le 1,375.00 
RE SN CREMUIRN 2 ee) its soup 5 64) 016 aided BIE aIEF Wii 1,200.00 
To record purchase of truck for $2,575 and trade-in 
allowance of $1,200 on old truck 
Allowance for depreciation of delivery equipment .......... 1,350.00 
Fixed asset disposal ......... petite i cadkeatin cd Kans sts. “OT500 


SD WON INI 5 6 ces nica Seta wears: See wae vr 2,425.00 
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To write off old truck costing $2,425, of which $1,350 
has been recorded as depreciation to date 


Fixed asset disposal .......... Scot eat bones Lapis Denar ahs 125.00 
Pront and (O88... .c.43 oa sss bypsaieaauecta thc It sdouteas 125.00 


To close balance in Fixed asset disposal account, 
representing gain on disposal of truck 


(2) 
1953 
Jan, Si Thand 9 geses.. panes. 4 aad te ete ae Heosies .... 25,000.00 
RAMEN pet a teh Te MyM sd Ate gi) Utne Tek dS 25,000.00 
Purchase of land and building (Building to be demolished 
on March 1, 1953 after it is vacated. ) 


BOG OWN ioscan days bia Mes atede statin Pe sagittata 100.00 
MORI iyi dih dictions St wee adit Bos heed hia’ 100.00 
February rental received from tenants of building 
to be demolished 


eS, a ee re A eitecascats the ois dl etss 325 a 100.00 
a bursts rise sussecus siesta aa oe S sabtehee nt 100.00 


March rental received from tenants of building 
to be demolished 


WORE ce NER rs fies Sc extn dh od canes whieh hss ....... 1,000.00 
RI as fe ch ie ne dish ois a col 1,000.00 


Scrap value received for building materials 
salvaged from demolished building 


PROBLEM 2 
Intermediate Examination, October 1954 , 


Auditing I, Question 1 (10 marks) 

D Co. Ltd. follows the policy of writing off the doubtful debts each year 
and transferring them to a separate ledger. The amounts so transferred are 
charged to Bad Debt Expense. Collections later made on these accounts are 
brought into revenue as Bad Debts Recovered. 

Required: 

How should the auditor satisfy himself as to the bad debts expense and 

bad debts recovered shown in the year end financial statements? 


A SOLUTION 
D Co. Ltd. 
VERIFICATION OF BAD Dests EXPENSE AND BAD DeEsts RECOVERED 

1. Investigate the system of writing off the doubtful debts and the internal 
control relating to write-offs and recoveries. See that the system is 
adequate and is operating effectively. 

From the details of the separate ledger accumulate the total amount of 
the accounts written off during the year and check this figure with the 
bad debts expense account. 


bo 
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3. Test check the accounts written off as to the date the account was in- 
curred, the last payment date, and the reasons for non-collection; and 
ascertain that there has been a proper approval of the write-off and that 
efforts have been made to obtain payment. 

4. From the details of the separate ledger accumulate the total amount of 
the accounts recovered during the year and check this figure with the 
bad debts recovered account. 

5. Test check the bad debts expense account to the separate ledger and 
the entries in bad debts recovered account to the separate ledger and to 
the cash receipts record. 

6. Review with an official of the company the various doubtful debts written 
off during the year and not recovered. 

7. Forward confirmations to customers whose accounts have been written off. 

8. Review the active accounts receivable to determine that a proper transfer 
of doubtful accounts has been made to the separate ledger. 


Editor’s note: The question leaves it to the reader to infer the accounting entries which 

would actually be made, and in the editor's opinion there are two alternatives: 

(1) When a doubtful account is recognized, bad debts expense account is debited, ac- 
counts receivable control credited, and removed to the separate ledger with a nil 
balance. If the account is recovered later, bank account is debited, bad debts 
recovered account credited, and a notation made on the customer’s account in the 
separate ledger to the effect that it was subsequently collected. 

(2) The same as in (1) except that the following entries are made to record the 
recovery: (i) accounts receivable control account is debited, the customer’s account 
in the separate ledger is debited (and possibly transferred back to the accounts 
receivable ledger), and bad debts recovered account is credited; and (ii) bank account 
debited, Accounts receivable control account credited, and the customer’s account 
in the accounts receivable ledger (or the separate ledger, as the case may be) 
credited. 

The particular method assumed will affect the wording of the solution offered for 
the question as, for example, in point 4 of the suggested solution above. 


PROBLEM 3 
Final Examination, October 1954 
Accounting III, Question 1 (12 marks) 

(6 marks) (a) Where an inventory is to be valued at “cost or market, which- 
ever is lower”, what points should be considered when decid- 
ing the method to be adopted to determine the “cost” of the 
inventory? 

(6 marks) (b) If the method of determining “cost” is changed and the 
change results in a figure for cost which differs materially 
from what it would have been under the method previously 
followed, how should such differences be disclosed, if at all, 
in the financial statements? 


A SOLUTION 
(a) Points to be considered when deciding upon the method of determining 


the “cost” of an inventory 
(1) Has the method been applied consistently from year to year in the past? 
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(2) Does the method result in a matching of current costs with current 
revenues? 

(3) Does the method provide an automatic formula for the calculation of 
“cost”, so that any two persons following the instructions would arrive 
at the same inventory figure? In other words, does the method eliminate 
discretionary charges or credits to income? 

What type of goods are included in the inventory? Does it comprise 
many different types of product? What proportion of the total cost 
of the finished product is represented by raw materials? Is the pro- 
cessing period relatively short or long? (Some accountants have argued 
that the Lifo method, for example, is most appropriate where the raw 
materials constitute a large proportion of the cost of the finished product 
and are substantially uniform in type, and where the processing period 
is relatively long.) 

) What is the policy for costing goods which are obsolete or out-of-style? 
(6) What elements of cost are included in the inventory figure? (Normally, 
the cost of finished goods includes the cost of materials used, direct 
labour, and manufacturing overhead. In periods of widely fluctuating 
production, however, some consideration must be given to whether the in- 
clusion of overhead will distort the income figure. ) 

(7) Does the business typically make a large proportion of its sales under 
firm sales contracts? (Some accountants have argued that the Lifo 
method may result in a matching of current costs and revenues where 
the price of the basic raw materials determines the price of the finished 
product. ) 
Is the type of industry such that there are special considerations in 
determining cost? (For example: in the construction industry it is 
often possible to relate costs to specific items; in the retail trade, the 
fact that goods in stock are already priced at retail makes the retail 
method of inventory suitable; in the gold mining industry, a fixed price 
for the finished product makes it appropriate to carry the inventory figure 
at selling price less estimated costs of completion and disposal. ) 
(b} Disclosure when the method of determining cost is changed 

When the method of determining “cost” is changed and the change 
results in a figure for cost which differs materially from what it would have 
been under the method previously followed, the nature of the change in 
method should be described in a note to the balance sheet. The note should 
also state the dollar amount of the difference in the “cost” of the inventory 
which is caused by the change, and the dollar effect of the change on the 
results of current operations and on the related balance sheet items (current 
assets and earned surplus). 


— 
~~ 
— 
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PROBLEM 4 
Final Examination, October 1954 
Auditing I, Question 2 (12 marks) 
CA has been appointed auditor of a company which was incorporated 
under the Companies Act, 1934 (Canada), several years ago. The accounts 
of the company have been audited regularly since incorporation by a firm of 
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chartered accountants. The engagement has come to CA through a change 
in share control. 
Required: 

State briefly what procedures CA should adopt in examining the accounts 
for the first year of the engagement which would not usually be undertaken 
in the audit of succeeding years with respect to each of the following items: 
(6 marks) (a) Fixed assets and accumulated depreciation. 

(6 marks) (b) Mortgage on real estate payable. 


A SOLUTION 

(a) Additional audit procedures for fixed assets and accumulated depreciation 

(1) The auditor should obtain a copy of the last audited statement and com- 

pare the figures shown on it with the figures in the general ledger con- 

trol accounts. If available, he should scrutinize all audited statements 
since the inception of the company and note any unusual points that 
may affect these two accounts. 

He should determine the company’s policy in relation to capital expend- 

itures and depreciation provisions. 

(3) He should review the fixed asset accounts since the incorporation of the 
company, scrutinizing all the larger additions and deletions, and check- 
ing to see that the company has consistently followed the policy outlined 
to him. 

(4) He should test check the depreciation provision and obtain an explanation 
for any significant adjustment of this account for prior years. 

(5) In reviewing all tax assessments he should investigate major items which 

have been charged to repairs on the books but treated as capital expend- 

itures for tax purposes. 

The auditor should test check the physical existence of the assets. 

If the assets have been appraised, he should examine documents relating 

to the appraisal, noting the reasons for it and the nature of any recom- 

mendations made at the time. 

(b) Additional audit procedures for mortgage on real estate payable 

(1) The auditor should examine a copy of the mortgage document and make 
extracts from it for inclusion in his permanent file. 

(2) He should confirm with the mortgagee the principal balance outstanding, 
the terms of payment, and other relevant detail. 

(3) He should cross-check the description of the real estate as shown in 
the mortgage with the land title. 

(4) He should confirm the position of the real estate with the Land Titles 
or Registry office or Prothonotary to insure that there are no other 
charges against the property. 

(5) He should scrutinize the entries affecting mortgage payable and interest 
in prior years. 


— 
bo 
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re: Problem 1, The Students Department, October 1955, page 327 
CORRECTION 
The amount of the supplier’s invoice on the second last line on page 327 should 
read $4,600 instead of $40,600. (Ontario Institute Primary Examination, October 1953, 
Accounting I, Question 3). 
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BY MELVILLE PIERCE, B:.A., LL.B: 


The Tax Review 


THE 1955 AMENDMENTS TO THE 
IncoME Tax Act (contd.) 


18. Exemption of Income from Mines 


The 3-year exemption of income 
from metalliferous and _ industrial 
mineral mines is to be extended to 
all mines coming into production in 
reasonable commercial quantities in 
1956 and thereafter. The word 
“mine” does not, however, extend to 
an oil well, gas well, brine well, sand 
pit, gravel pit, shale pit, or stone 
quarry (other than a deposit of oil 
shale or bituminous sand). 


19. Exploration, Prospecting and De- 
velopment Expenses: Oil and Gas 
Wells, and Mines 


The provisions relating to this sub- 
ject, hitherto contained in the annual 
amending Acts to the Income Tax Act, 
have now been incorporated into the 
principal statute. 

Expenses of exploring and drilling 
for oil or natural gas in Canada or in 
searching for minerals in Canada, 
which are incurred in consideration 
for shares or an option to purchase 
shares in the company which owns or 
controls the mineral rights, or in con- 
sideration of a right to purchase 
shares in a company to be formed for 
the purpose of acquiring or control- 
ling the mineral rights, are declared 
to be deductible if incurred since the 
commencement of 1954 by corpora- 
tions whose principal business is pro- 
ducing, refining or marketing petrol- 


eum, petroleum products or natural 
gas or exploring or drilling for petrol- 
eum or natural gas or mining or ex- 
ploring for minerals. The deduction 
may not, however, exceed the corp- 
oration’s income for the year before 
deduction of depletion allowance 
minus dividends received from other 
resident taxable corporations. It is 
also provided that the expenses so 
declared deductible can only be de- 
ducted by the company which in- 
curred them. 


20. Share Options to Employees of 
Corporations 


Where an employee of a company 
acquires shares therein under an op- 
tion, the taxable benefit was formerly 
the difference between the value of 
the shares when acquired and the 
amount paid or payable theretor to 
the company. By bringing in a third 
party it appears to have been possible 
for an employee to acquire shares at 
less than market price, the company 
receiving the full market price there- 
for from the third party (under some 
arrangement arrived at before the is- 
sue of the shares), with the conse- 
quence that the employee received 
the difference tax-free. This avoid- 
ance device has now been closed. 
The amendment provides that an em- 
ployee will be taxable on the differ- 
ence between the market price of the 
shares and the amount paid or pay- 
able for the shares to the corporation 
by the employee. 


427 
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Another loophole is plugged by fur- 
ther providing that where an employ- 
ee’s stock rights become vested in an- 
other person following a non arms 
length transaction, the employee is 
taxable on the difference between the 
value of the shares when acquired by 
such person and the amount paid or 
payable therefor by the latter to the 
company. The words in italics are 
new. 


21. Averaging Tax on Employee’s 
Taxable Benefits from Stock 
Rights 

An employee who is taxable in re- 
spect of shares or stock rights has 
been able to elect to pay tax on the 
taxable benefit at his average tax rate 
in excess of 20% of the benefit for the 
preceding 3 years. This year’s am- 
ending Act provides that benefits of 
the same kind received by the em- 
ployee during the preceding 3 years 
are to be ignored in computing the 
employee’s average tax rate for the 
previous 3 years. 


22. Company’s Loss on Stock Rights 
Not Deductible 


A company which issues stock to 
an employee at less than market price 
is expressly forbidden by the Act from 
claiming a deduction of the difference 
in computing its own income. This 
rule is now made applicable where 
the shares are sold or issued to an 
assignee of the employee. More- 
over, where the shares are those of a 
company with which the employer 
company does not deal at arms length 
the latter company is similarly sub- 
jected. 


23. Reserves for Returnable 
Containers 


Henceforth all amounts received 
by a supplier in a year for returnable 


containers are to be included in com- 
puting his income for the year, and 
the allowable reserve for refunds is 
no longer restricted to the amount of 
the year’s receipts for containers is- 
sued but not returned during the year. 
The effect of the amendment is to 
relieve suppliers of the need to keep 
account of each container distributed 
by them. 


24, Sales of Inventory on Winding- 
Up, &e. 


Inventory sold on ceasing to carry 
on business is henceforth to be deem- 
ed sold in the course of business, with 
the result that the price is to be 
brought into the computation of the 
vendor’s business income for the last 
year of the business. 


It is also provided that if inventory 
of one business is sold to another for 
a price which covers something else 
as well, the vendor and purchaser 
may agree on the price by which they 
will both be governed for tax pur- 
poses, but failing a written agree- 
ment filed within 60 days of demand 
by the Minister, the latter may de- 
termine the price. 

It is also provided that the inven- 
tories of farmers and professional men 
shall be subject to the above provi- 
sions when sold notwithstanding that 
the farmer or professional man in 
question computed his income by the 


cash method, as the Act now express- 


ly permits them to do. 

Provision is made that the addi- 
tional income which becomes taxable 
under the above amendments may, if 
the taxpayer so elects, be apportioned 
for tax computation purposes over the 
last 3 years in which he carried on 
the business but only if he carried on 
the business during each of those 3 
years. 
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THE TAX REVIEW 


25. Farmers and Professional Men: 
Cash Method Permitted 


As mentioned above, an express 
enactment empowers farmers and 
professional men to compute their 
business income by the cash receipts 
and disbursements method. Where, 
however, the business is carried on 
jointly by 2 or more persons all must 
concur in the use of the cash method. 
Once adopted the cash method is 
binding unless both taxpayer and 
Minister concur in another method 
upon such terms and conditions as 
the Minister lays down. 

It is also provided that amounts 
owing to a business which are receiv- 
ed after the business has ceased or 
been disposed of shall be included in 
computing the taxpayer's income in 
the year of receipt if they would have 
been included in computing his in- 
come had they been received in the 
course of carrying on the business. 

The above amendment is not in 
terms confined to farmers and profes- 
sional men who have adopted the 
cash method, which suggests that the 
use of the cash method by others is 
within the contemplation of the 
draftsman of the statute. The neces- 
sity for this provision is certainly 
questionable in the case of persons 
employing the cash method, and of 
course it can have no application to 
persons employing the accrual 
method. 


26. Mortgage Reserves 

It has been a long-standing griev- 
ance of persons in the business of 
buying and selling second mortgages 
that the only reserve allowed them for 
the long-term risk they assume was 
that allowed for doubtful debts, 
which, in the case of moneys ad- 
vanced for a long term on the secur- 
ity of land, was impossible to esti- 
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mate. The result was, it was argued, 
that the annual income from this type 
of business was being taxed exces- 
sively. Parliament has now permitted 
a reserve to be set up in lieu of the 
reserve for doubtful debts. It is to be 
3% of the aggregate of the follow- 
ing: the amount of loans outstanding 
each year, interest in arrears, and the 
value of land acquired during the 
year on borrowers’ default. The re- 
serve may, however, not exceed the 
amount of the previous year’s reserve 
plus one-twelfth of the amount calcu- 
lated as described in the last sent- 
ence. Nor is any such reserve per- 
mitted in respect of moneys advanced 
on the security of mortgages under 
the NHA or CMHA. As in the case 
of other allowable reserves under the 
ITA this new mortgage reserve must 
be recalculated each year and any 
excess amount brought back into in- 
come. 


27. Premiums on the Redemption of 
Capital Stock 


A clarifying amendment has been 
made to relieve the confusion sur- 
rounding the determination of the tax 
payable by a company when it re- 
deemed preference shares or acquired 
them for cancellation, in either case 
at a premium. The tax is now to be 
20% of the premium if the shares 
were issued on or before February 
19, 1953 and the redemption or acqui- 
sition price was fixed on or before 
that date and not increased since, 
also if the premium is 10% or less. 
In any other case the tax is to be 30% 
of the premium. 


It is also made clear that the am- 
ount of the premium on no-par-value 
shares is to be calculated by reference 
to the value of the no-par-value shares 
before the redemption or acquisition. 
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28. Dividends from Designated Sur- 
plus Taxable where Controlled by 
Non-Taxable Persons, &c. 


Under s. 28 of the Act, where one 
resident Canadian company acquires 
control of another such company 
which has undistributed income on 
hand, a dividend subsequently paid 
by the acquired company out of such 
undistributed income is taxable in the 
hands of the controlling company un- 
less the acquired company has paid a 
15% tax on its undistributed income. 
The tax payable by the controlling 
company is the ordinary corporation 
tax, which varies with the amount of 
the corporation’s income. If control 
of a resident Canadian company is 
acquired by a non-resident company, 
say a U.S. corporation, the dividend 
would only be subject in Canada to 
the lower withholding rate. This 
situation obviously gave non-resident 
corporations and non-taxable persons 
a tax advantage over resident taxable 
Canadian companies in acquiring 
control of Canadian companies. 

The ITA has now been amended to 
require payment of a tax by the ac- 
quired company on dividends paid 
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by it where control is held by a non- 
resident company or a_ tax-exempt 
company or individual, or by a trader 
or dealer in securities. ( Non-resident- 
owned investment companies are, 
however, excepted from payment of 
this new tax.) The tax is 15%, ex- 
cept where control is held by a trad- 
er or dealer in securities, in which 
event the tax is 20%. 

For purposes of this new tax a 
dividend which the Act deems to be 
received by the recipient shall be 
deemed to be paid by the acquired 
company. 

This will include dividends deemed 
to be paid out of undistributed in- 
come on hand on the winding-up, dis- 
continuance or reorganization of a 
company, or on the redemption or 
conversion or reduction of its capital 
stock. 

No tax is payable, however, where 
control of the company is acquired 
by tax-exempt persons by uncondi- 
tional gift or bequest. 

This new tax applies to dividends 
paid or deemed paid after April 5, 
1955 where control of the payer com- 
pany was acquired after 1954. 


INCOME TAX APPEAL BOARD CASES 


Fabio Monet, Esq., Q.C. (Chairman), Cecil L. Snyder, Esq., Q.C. (Assistant 
Chairman), W. S. Fisher, Esq., Q.C. and R. 8. W. Fordham, Esq., Q.C. 


Recreation Management Corp. 
v. M.N.R. 


Business Deductions — Interest on 

loan used to buy share control of 

company — Income earned through 

managing subsidiary — Not a deduct- 

ible expense — ITA s. I1(1)c), 
12(1)(c) 


Appellant company, which was in 
the business of managing and pro- 
moting entertainment, purchased the 
shares of four companies in the enter- 


tainment business and entered into 
an agreement with each of them to 
manage its business affairs for a share 
of its gross receipts. These manage- 
ment fees constituted appellant’s 
principal source of earnings. Appel- 
lant borrowed money to pay for the 
shares of the four companies and 
sought to deduct the interest paid on 
the loan as a proper business expense, 
contending that by unifying manage- 
ment of the four subsidiaries under its 
control it was able to cut down ex- 





STE IN Ae 9 RES EE " ————— oa - 





| 
| 
| 














Age ee 


Soe ee 


errr rrmereeceeseees 


OT eA SAAR OS RRR ERE 


THE TAX REVIEW 


pense and increase revenues. Ap- 
pellant relied on ITA s. 11(1)(c), 
which permits the deduction of in- 
terest on borrowed money used for 
the purpose of earning income from a 
business or property other than prop- 
erty the income from which would be 
exempt, but the Minister disallowed 
the deduction, contending that it was 
prohibited by s. 12(1)(c) as being 
in respect of an outlay made for the 
purpose of earning exempt income, 
viz the dividends from appellant's 
shares in its subsidiaries. 


Held (Mr. Monet), the deduction 
claimed by appellant did not fall 
within the words of s. 11(1)(c), and 
the appeal must therefore be dis- 
missed. It was immaterial that no 
dividends were paid by the subsidi- 
aries in the year under review. 


Ont, Feb 14/55 Dismissed 


Buzsik v. M.N.R. 


Personal Allowances — Whether hus- 
band supports wife — Wife in Hung- 
ary — Remittance of small amount — 
Weight of evidence — ITA s. 26(1)(a) 


Appellant was married in Hungary 
in 1919, but came to Canada soon af- 
ter and had lived here ever since 
whilst his wife continued to reside 
in Hungary. In 1953 appellant sent 
his wife $25 a month in American 
funds for eleven months, and he testi- 
fied that this sum was sufficient for 
her support in Hungary, that she had 
a house and a vegetable garden there, 
provided by him, and was not in need 
of anything. It was also established 


that by reason of the rate of exchange 
the U.S. dollar possessed considerable 
purchasing power in Hungary. 

Held (Mr. Fordham), the evidence 
was sufficient to establish that the 
husband “supported” his wife, as re- 
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quired by ITA s. 26(1)(a) to entitle 
the husband to an allowance of $2- 
000 rather than of $1000 only. 


Alta, Feb 28/55 Allowed 


Cohen v. M.N.R. 


Onus of Proof — Explanation offered 

for moneys received from company — 

Establishment of prima facie case — 

Onus shifted to Minister — Recep- 
tion of hearsay evidence 


During 1951 appellant received 
over $61,000 from a company of 
which he was president and which 
had gone bankrupt. He was assessed 
to income tax in respect of this sum 
and in his notice of objection was 
able to show, to the satisfaction of 
the Minister, that $55,115 had been 
disbursed by him in satisfaction of 
the company’s obligations. On this 
appeal he furnished no evidence to 
support his claim that some $2,366 
had been expended on travelling, en- 
tertainment, selling and other ex- 
penses in behalf of the company, but 
as to the remaining $4,000 he swore 
that he had paid this sum to a credi- 
tor of the company, and this assertion 
was corroborated by a letter purport- 
ing to be signed by the creditor in 
question (dated a few months before 
the hearing of this appeal). 


Held (Mr. Fordham), the letter was 
acceptable as evidence, and in the 
absence of any evidence in refutation 
appellant had made out a prima facie 
case sufficient to support the onus cast 
upon him. His demeanour gave the 
Court no reason to doubt his testi- 
mony. 


Que, Mar 21/55 Allowed in part 


244 v. M.N.R. 


Capital Cost Allowances — Patents — 
U.S. design patent not a patent in 
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Canadian law — Sale of rights in ap- 

plication for patent — Right to capital 

cost allowances after issue of patent 
— Sch. B, Cl. 14 


By an agreement made in March 
1946 the wife of appellant company’s 
president assigned to appellant her 
interest in an application made in De- 
cember 1944 for a patent of invention 
and in an industrial design already 
obtained from the Commissioner of 
Patents, the consideration being 
$100,000, of which half was payable 
at once and the balance due in three 
months. By a later agreement she as- 
signed to appellant all her interest in 
a patent and a design patent applica- 
tion filed in April 1945 in the U.S.A., 
the consideration therefor being 
$200,000, of which $20,000 was pay- 
able forthwith and the balance by 
payments of $20,000 on the first day 
of May of each year commencing in 
1946 until paid. The three patents 
unissued at the date of the above 
agreements were subsequently issued, 
each for a term of 17 years. Appel- 
lant was allowed deductions in re- 
spect of the patent applications in 
1945 and subsequent years, the am- 
ounts claimed in each of the years 
1949, 1950 and 1951 being $17,646 
respectively, this amount being one 
seventeenth of the cost of the pat- 
ents, viz $300,000. The Minister dis- 
allowed the deductions claimed for 
1949, 1950 and 1951 on the grounds 
(1) that the transaction between the 
company and the wife of its president 
was a non arms length transaction 
within the meaning of ITA Amdt Act, 
1949 (2nd sess.), c. 25 s. 8(8); (2) 
that the property purchased was not a 
patent within the meaning of ITA 
Sch. B, cl. 14; and (8) that the deduc- 
tion, if allowed, would unduly or arti- 
ficially reduce the income of appel- 


lant within the meaning of ITA 1948, 
s. 125(1). 

Held (Messrs. Fordham, Snyder and 
Fisher, Mr. Monet dissenting), the 
appeal must be allowed in part. 

(1) There was no evidence before 
the Board on which a finding could 
be made that appellant and its presi- 
dent’s wife were not at arms length 
when the company purchased the 
patents; the evidence was in fact the 
other way. 

(2) While no patents properly so 
described were in force when the 
contracts were made in 1945, the 
Canadian patent not issuing until 
eight months later and the U.S. patent 
not issuing until four years later and, 
moreover, the U.S. design patent was 
not a patent at all within the mean- 
ing of Canadian patent law but rather 
an industrial design, the company 
was entitled to capital cost allowances 
in respect of the Canadian and US. 
patents from the time the patents 
were issued. 194 v. MNR, 11 TABC 
301; 54 DTC 459, distinguished. 


(3) There was nothing to support 
the Minister’s contention that the al- 
lowance of the deductions claimed 
would unduly or artificially reduce 
the company’s income. There was 
no evidence that so indicated; in fact 
the evidence showed that in the 
years in question the company did a 
large business in each of the inven- 
tions in question, its sales being in 
the neighbourhood of $1,000,000 in 
each of those years, and its total ex- 
penses in excess of $200,000 whilst the 
claim for capital cost allowance on 
the patents was less than $18,000. 


Per Mr. Monet, dissenting: as the 
company bought not patents but an 
inventor’s interest in applications for 
patents, there was no right under the 
Act or the regulations to any capital 
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cost allowance: 194 v. MNR, supra 
(Mr. Monet), followed. 
Apr 1/55 Allowed in part 


251 v. M.N.R. 


Income or Capital Gain — Purchase 

and sale of several properties — In- 

tention with which each transaction 

carried out — Examination of entire 
series of transactions 


Between 1945 and 1950 a used car 
dealer bought and sold 15 pieces of 
real property, usually after holding 
each property for a short time, mak- 
ing gains in each year. Some of the 
properties were purchased with a 
view to their resale at a profit but in 
one case appellant purchased a va- 
cant lot for use in his used car busi- 
ness and sold it many months later 
as being unsatisfactory for that pur- 
pose, and in two other cases he pur- 
chased residential property with the 
intention of occupving it himself but 
gave up that intention out of regard 
for the tenants in occupation, in each 
case realizing a profit on selling the 
property. 

Held (Mr. Fordham), the three trans- 
actions in question must be grouped 
with the other transactions and the 
whole viewed as a series of ventures 
in real estate transactions in which 
appellant engaged with some regu- 
larity and with the expectation of 
making a profit in each instance. 
Cragg v. MNR [1952] Ex. C.R. 40, 
per Thorson P. at p. 45, applied. 

Apr 7/55 Dismissed 


252 v. M.N.R. 


Repairs or Structural Alteration — Re- 

placement of wall of building by rea- 

son of changed by-law — Not an an- 
nual expense 


In order to replace some wooden 
supporting beams for one of the walls 


. 
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of a building in which appellant com- 
pany carried on business it was neces- 
sary to remove the entire wooden 
wall. Although all that required re- 
placement was the beams, a building 
by-law passed since the initial erec- 
tion of the building forebade the 
erection of wooden walls and appel- 
lant was obliged to replace the old 
wall with a brick wall. It contended 
that the entire cost of replacing the 
wooden wall with a brick wall was 
deductible in the year the expense 
was incurred on the ground that the 
brick wall added no effectiveness 
to appellant’s output or operations, 
though admitting that it added value 
to the building in the event of sale. 
Held (Mr. Fisher), dismissing the 
company’s appeal, the replacement of 
a whole wall of a building with a 
new one is a work of such major na- 
ture that it cannot be considered 
merely the repair of a building but 
should be viewed as an alteration of 
such a nature that the expenditure 
made on it should be capitalized and 
the amount spread over a number of 
years by capital cost allowance. 


Apr 5/55 Dismissed 


German v. M.N.R. 
Husband and Wife — Transfer of 
property to spouse — Sale of home- 
stead — Payment of part of price to 
wife in consideration of release of 
dower — An indirect transfer of prop- 
erty by husband — ITA 1948, s. 21(1), 

22(3) 


German, his wife, and one S, enter- 
ed into an agreement for the sale of 
German’s homestead to S, the agree- 
ment providing that the purchase 
price of the house should be $16,800, 
of which sum the wife was to be en- 
titled to receive $5,000 from S in con- 
sideration of her releasing her dower 
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right in the land, such sum of $5,000 
to be paid to German and held by 
him in trust for his wife. The wife 
loaned the $5,000 so received by her 
to a corporation and in 1952 received 
interest of $250 on the loan. The 
Minister, relying on ITA 1948, s. 
21(1) and s. 22(3) assessed the hus- 
band to income tax in respect of the 
$250 so received by his wife. The 
husband appealed. 

Held (Mr. Snyder), inasmuch as a 
wife’s dower right under the Alberta 
Dower Act is only a contingent in- 
terest which will not vest in posses- 
sion unless she survives her husband 
and is his wife at that time, there was 
an indirect transfer of the $5,000 by 
the husband to the wife, and he was 
therefore subject to tax on the $250. 
Such would appear to be the inten- 
tion of the legislation. 


Alta, Apr 5/55 


Rother v. M.N.R. 
Income — Nature of — Competition 
among architects for design for build- 
ing — Award in nature of prize — Not 
fee for services — Not in nature of 
income 


Dismissed 


Appellant, a practising architect, 
entered a competition authorized by 
the National Gallery of Canada, 
which competition was financed by 
the Government of Canada, for a de- 
sign for a building to house the Na- 
tional Gallery. The competition was 
open to all architects resident in Can- 
ada who were members of the Royal 
Architectural Institute of Canada. Ap- 
pellant’s design was amongst the six 
designs selected as the best by the 
jury of award and, in accordance with 


the terms of the competition, appel- 
lant received an award of $2,000. The 
Minister assessed him to tax in re- 
spect of this sum. 

Held (Mr. Fisher), the sum in ques- 
tion was not a payment for services 
rendered and was not a fee, but was 
in the nature of a prize or gratuitous 
award received in the course of a 
competition, and it was not taxable 
as an income receipt. 


Que, Apr 6/55 Allowed 


254 v. M.N.R. 


Medical expenses — Deductibility of 

— Fees paid to psychoanalyst — 

Whether a qualified medical practi 
titioner — ITA 1948 s. 26(1)(b) 


On the advice of his doctor, appel- 

lant was given treatment by a psycho- 
analyst and claimed a deduction in 
respect of the latter’s fees under ITA 
1948 s. 26(1), which permits a de- 
duction in respect of “medical ex- 
penses paid . . . to a medical practi- 
tioner . . . qualified to practise under 
the laws of the place where the ex- 
penses were incurred ...” The 
psychoanalyst was not a doctor of 
medicine and had no qualifications or 
licence from the provincial authori- 
ties nor any other authority, provin- 
cial or municipal, to practise in the 
city where she resided. 
Held (Mr. Fisher), the expenses in 
question did not come within the 
specific provisions of ITA s. 26(1) 
(b), as they were not paid to a medi- 
cal practitioner qualified to practise 
under the laws of the place where 
the expenses were incurred. 


Apr 6/55 Dismissed 
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Current Reading 


MAGAZINE ARTICLES 
ACCOUNTING 
“Direcr Costinc AND UsEs or Cost 
Data” by Raymond P. Marple, The 
Accounting Review, July 1955, pp. 
430-438. 

In this article, there is presented 
a forceful and clear case for the adop- 
tion of direct costing as a tool to pro- 
vide management with the cost data 
it needs. Mr. Marple feels that this 
need is not recognized by conven- 
tional absorption costing, since it is 
directed towards cost finding rather 
than cost analyses and projection. 

He takes the view that the distinc- 
tion between fixed and variable costs, 
which direct costing makes, is essen- 
tial to management because it pro- 
vides “the basic cost data needed in 
profit planning, in make or buy de- 
cisions, in pricing decisions, and in 
decisions relating to capital expendi- 
tures .. He also points out that 
if this distinction is made for selling 
costs as well as production costs, the 
sales manager can be provided with 
data to enable him to determine what 
to sell, where to sell, and how to sell. 


Three exhibits are presented to 
compare and contrast income state- 
ments prepared on the absorption 
basis and on direct costing assump- 
tions. Mr. Marple shows that where 
more fixed costs are released through 
sales than are added through produc- 
tion, in consequence of a planned de- 
crease in production and _ end-of- 
period inventories, the absorption 


Assistant Professor, 
McGill University 


method results in the difference be- 


ing charged against profits. Con- 
versely, when production in one 
period exceeds the sales of that 


period, reported profits are increased 
to the extent that fixed costs are de- 
ferred in inventories. Direct costing 
eliminates the effect of inventory 
changes from the reported profits, and 
therefore, Mr. Marple believes, gives 
a more accurate picture of operations. 
He concludes that direct costing pro- 
vides better cost data for manage- 
ment purposes, and foresees the day 
when it will become the conventional 
method of cost accounting. 


“Direct Costing — ITs PROS AND 
Cons.” (contributed). Accountancy, 
September, 1955, pp. 335-337 

Here, within the short space of 
three pages, is presented a lucid an- 
alysis of the concept of direct costing 
and a balanced discussion of its rela- 
tive advantages and disadvantages. 

Direct costing is shown to possess 
many favourable features. It is said 
to improve cost control, for instance; 
to result in statements that disting- 
uish profits resulting from short-term 
policies and those resulting from long- 
term policies; and to enable pricing 
decisions to be made more accurate- 
ly than does traditional costing. On 
the other hand, the contributor main- 
tains that because of its disadvantages 
direct costing cannot entirely replace 
absorption costing. The determina- 
tion of what costs are fixed and what 
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are variable is one major difficulty 
suggested. Just as important is said 
to be its effect on inventory valua- 
tions; for, by not deferring fixed costs 
during a period, it results in low in- 
ventory valuations, particularly in the 
case of a company’s having a large 
investment in plant and equipment. 
The author concludes that in this re- 
gard the use of direct costing would 
pose serious questions in the measure- 
ment of profits, in the distribution of 
dividends, and in the whole matter of 
valuation from the auditor's stand- 
point. 

He recommends the continued use 
of absorption costing in the presen- 
tation of reports to shareholders and 
others, in order to preserve the im- 
portant principles of consistency and 
ease of comparison in financial state- 
ments. Within this framework, he 
would utilize direct costing as a con- 
trol technique to provide information 
about cost-volume-profit relationships 
and to enable accountants to strength- 
en their participation in management. 


ADMINISTRATION 

“How To Make Capita CONTROLS 
Work” by J. E. Rhodes. N.A.C.A. 
Bulletin, September, 1955, pp. 3-18. 


Mr. Rhodes outlines the capital ex- 
penditures program of his own firm, 
which is a large producer in the 
electrical industry with an annual 
sales volume of almost $300 million. 
This firm has increased its investment 
in permanent plant and equipment 
from $314 million in 1948 to $60 mil- 
lion in 1953, so that, as controller of 
the company, Mr. Rhodes is well 
qualified to write on the subject of 
capital controls. 

His discussion centres largely upon 
four elements vital to any capital ex- 
penditures program: risk (which he 
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calls investment protection), income, 
control and flexibility. He empha- 
sizes that a fundamental prerequisite 
to a satisfactory capital controls pro- 
gram, and the essence of control, is 
the formulation of a basic policy re- 
garding return on investment and in- 
vestment protection. He recognizes 
that no general rule can be applied. 
In his own company, however, the 
measure is the percent of additional 
profit to additional investment. 


The development of the actual cap- 
ital outlay program involves the ac- 
cumulation of facts, their qualitative 
and quantitative evaluation, and the 
final approval. The qualitative con- 
trol establishes priority on the basis 
of urgency in the following order: 


1) Legal and safety requirements. 

2) Replacement of worn out or ob- 
solete equipment. 

3) Completion of projects for which 
there is already a_ substantial 
commitment. 

4) Expansion or improvement neces- 
sary to retain market position. 

5) Cost savings items on present op- 
eration with two years or less for 
repayment. 

6) Expansion programs with high 
return. 

7) Expansion programs with aver- 
age return. 

8) Cost savings items on present op- 
erations with over two years for 
repayment. 

9) Expansion programs with intan- 
gible or long term advantage. 

10) Others. 


There are only two quantitative cri- 
teria: 
1) Rates of additional profit to ad- 
ditional investment. 
2) Time required to get the actual 
cash back into the business, cal- 
culated by adding back deprecia- 
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tion to the book profit and de- 
ducting estimated income taxes. 


Approval of a program usually takes 
place at each level of management. 
Division and plant manager control 
is related to specific equipment with- 
in a given scope; top management 
control is exercised by program total. 

Mr. Rhodes stresses the need for 
flexibility in the approval process, and 
a continuous review and revision of 
programs submitted. 


AUDITING 
“SOME PROBLEMS OF THE PRACTISING 
AccounTANT” by K. Lamont Smith. 


This paper was presented at the 
First Congress of Chartered Account- 
ants of South Africa and Southern 
Rhodesia, held in Johannesburg from 
March 22-25. 


Some questions resulting from the 
newly revised Companies Act of 
South Africa and Southern Rhodesia 
are first reviewed, followed by a con- 
sideration of the Income Tax Act and 
a section of the Public Accountants 
and Auditors Act of 1951 relating to 
the auditor’s independence of thought 
and action. 

In discussing further problems 
which arise in the course of an ac- 
countant’s practice, Mr. Smith indi- 
cates that South Africa is at present 
suffering from an acute shortage of 
skilled and adequately trained person- 
nel both within the profession and in 
industry. As a result, South African 
auditors have had to extend their ap- 
plication of auditing techniques to be 
sure that their work complies with ac- 
cepted standards. Nevertheless, Mr. 


Smith is hopeful that there may be a 
solution to this problem. He sees a 
lead provided by the Public Account- 
ants and Auditors Act, a section of 
which requires professional auditors 
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to work from the balance sheet down- 
wards instead of working up to it 
from the original documents. A legis- 
lative provision such as this may seem 
strange to Canadian auditors, who 
customarily employ the analysis meth- 
od of auditing rather than the check- 
ing method. No doubt our proximity 
to the United States has influenced 
us in this regard. 

Turning to the question of state- 
ment presentation, Mr. Smith ex- 
presses the concern of some South 
African accountants over the com- 
plexity of the documents the law re- 
quires to be presented to sharehold- 
ers. Some of her accountants appar- 
ently wonder whether South Africa is 
sufficiently far advanced economical- 
ly to justify her following the lead set 
by the United Kingdom in regard to 
company legislation, and hope that 
future changes may follow the Am- 
erican rather than the British model. 


SYSTEMS 

“ACCOUNTING REFORM IN WASHING- 
TON” by John W. McEachren. The 
Journal of Accountancy, September, 
1955, pp. 29-33. 


An indication of the tremendous 
increase in the scale of government 
operations since 1930 is provided by 
the experience of the United States. 
Mr. McEachren reports that the Am- 
erican federal government’s budget 
has grown in the past 25 years from 
$3.5 billion to $68 billion. He also 
notes that “the Post Office Depart- 
ment issues 400 million documents 
yearly in its money order business 
alone and the government maintains 
accounts with 58 million social secur- 
ity beneficiaries and 75 million own- 
ers of government bonds .. . .” 

It is only to be expected that the 
development of the government’s ac- 
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counting system failed to keep pace 
with such a rapid growth in the scale 
of government operations. But it is 
not with censure that Mr. McEachren 
concerns himself. On the contrary, he 
is primarily concerned with placing 
on record some notable achievements 
in the reform oi the accounting sys- 
tem of the United States government. 
The installation of a new money order 
system in the Post Office Department 
on July 1, 1955 is one of the many 
improvements mentioned. This has 
resulted in eliminating the prepara- 
tion of 300 million forms and the pre- 
paration, handling, and reconciliation 
of over 900,000 cheques a year. The 
new system is estimated to be saving 
2065 man-years and $6 million an- 
nually. Other improvements are sav- 
ing United States postmasters from 
preparing 520,000 daily financial 
statements a year. 

Numerous other examples are cited 
by Mr. McEachren, all of which em- 
phasize the need for a constant re- 
assessment of the adequacy of the 
accounting system in any organiza- 
tion that is undergoing a period of 
rapid expansion. 


PROFESSIONAL 

“PRACTITIONERS Forum” edited by 
Dixon Fagerberg, Jr., The Journal 
of Accountancy, August 1955, pp. 
79-80. 


A satisfactory method of avoiding 
disputes and misunderstandings with 
clients about fees is said to be used 
by a firm of C.P.A.’s in New Orleans. 
Prior to an engagement the client is 
advised that the fee charged is gen- 
erally based on one percent per day 
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of a man’s annual salary. In conjunc- 
tion with this an attempt is made to 
indicate to the client how different 
categories of staff men will be utilized 
on the engagement. 


Fees are usually calculated on a 
per diem basis; but the firm is pre- 
pared to quote a maximum fee, which 
is usually higher than the final fee is 
expected to be. The review by the 
principal is charged at the rate of $20 
an hour; office review time at $8.50 
an hour; typing and _ proof-reading 
time at $4 an hour. 

The bill sent to the client has two 
columns of figures: one showing the 
agreed rates; the other, the standard 
rates. Where the firm feels that the 
results justify a higher fee, the matter 
is discussed with the client and fre- 
quently results in an upward revision 
of the amount. The practitioner from 
New Orleans emphasizes that frank- 
ness is the essential point to be borne 
in mind when arranging fees with 
prospective clients. 


BOOK REVIEW 

The PR in Profit, by Leonard L. 
Knott. McClelland and Stewart 
Limited; pp. 254; $6.00 

Mr. Knott’s book is the first of its 
kind about public relations in Canada 
and he gives the reader, whatever 
may be his type of business, a valu- 
able guide to successful public rela- 
tions in this country. The book ex- 
plores, in a practical way, the vari- 
ous techniques used to create good 
public relations and these are illus- 
trated by case histories drawn from 


the personal experience of the author. 
R. E. 
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(1) A student in accounts of any pro- 


THE CANADIAN 
CHARTERED ACCOUNTANT 


Article Writing Competition 


THe CANADIAN CHARTERED ACCOUNTANT announces that it 
will sponsor an Article Writing Competition for students and 
chartered accountants who have obtained their certificates since 
January 1, 1945. Contestants may write on any subject of their 
choice relevant to the field of accounting, auditing or taxation. 


Articles may be written in English or French. 


Prizes: First prize $300; second prize $200; third prize $100. 
Closing date: Midnight on February 29, 1956. 


Eligibility: The contest will be open to: 


(2) A member in good standing of the 


vincial Institute in Canada or a can- 
didate for the Diploma of Licen- 
tiate in Accountancy of one of the 
3 recognized Quebec Universities 
who is presently employed by a 
practising chartered accountant in 
Canada. 


C.I.C.A. who initially obtained his 
certificate of admission to a Pro- 
vincial Institute in Canada or to a 
recognized overseas Institute since 
January Ist, 1945 (except members 
of the staff of the Canadian Insti- 
tute of Chartered Accountants). 


Note: Anyone intending to enter the contest should communi- 


cate with the Executive Secretary, The Canadian Institute of 
Chartered Accountants, 69 Bloor Street East, Toronto, who will 
furnish the official announcement and a memorandum of addi- 
tional instructions. 
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SEVENTY-FIVE YEARS 


THE NEw building of the Institute of 
Chartered Accountants of Quebec 
was Officially opened on September 
27 by the Honourable Onesime Gag- 
non, P.C., Q.C., Finance Minister of 
the Province of Quebec. Several hun- 
dred Institute members and many dis- 
tinguished guests attended the cere- 
mony. 

The oldest incorporated body of 
public accountants on the North Am- 
erican continent, the Quebec Institute 
is now housed in premises specifically 
designed to meet the needs of its two 
thousand members and more than a 
thousand students. The modern 
building at 630 Lagauchetiere Street 
West, with its exceptionally large 
window area, includes a lecture hall 
capable of seating 150, a library and 
reading room, several committee 
rooms, council chamber and members’ 
lounge, in addition to general offices. 
The two storey building is completely 
air-conditioned and a self-service, au- 
tomatic elevator connects all floors. 

The history of the Institute is essen- 
tially one of people for it was in 1879 
that ten gentlemen sat down together 
in a room in the Mechanics Institute 
on St. James street and first intro- 
duced the practice of public account- 
ing to North America. A year later 
the Institute was incorporated under 
the name “The Association of Ac- 
countants in Montreal”, and three of 
its charter members, McDonald, Rid- 
dell and Ross were later instrumental 
in founding accounting firms which, 
today, are among the largest in Mont- 
real. 


Through the years many personali- 
ties in the accounting profession have 
made their contribution to the Insti- 


tute’s growth and William S. Munro, 
president of the Quebec Institute, 
paid tribute to them as he invited the 
Provincial Minister of Finance to de- 
clare the building open. “As it has 
been said of the Fathers of Confed- 
eration — ‘they builded better than 
they knew’ — so can it be said of the 
fathers of our profession in this Prov- 
ince”, said Mr. Munro. 


The president then outlined some 
of the paramount influences in the 
growth of the profession and cited the 
Act of 1946 which made the Institute 
the sole authority on matters pertain- 
ing to public accounting in the Prov- 
ince. Concluding his remarks, Mr. 
Munro said, “We recognize and ac- 
cept responsibility and are constantly 
concerned with service to the public, 
the conduct of our members and the 
training of our students.” 


Before a distinguished gathering 
which included past presidents of 
the Quebec Institute, civic officials 
and leaders in industry and education, 
the Honourable Onesime Gagnon de- 
clared the building open. The Min- 
ister referred to the fact that 49 mem- 
bers were now working in his De- 
partment in Montreal and Quebec 
and said that the Provincial Govern- 
ment had, on many occasions, bene- 
fited from the advice of members of 
the profession. 


Occupancy of the building marks 
the 75th anniversary of the Quebec 
Institute and so, alive and flourishing, 
adequately housed and equipped and 
ready to carry on the traditions of the 
past, it can look forward to that proud 
and not too distant day when it will 
celebrate its centenary. 
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Exterior of the Quebec Insti- 
tute’s new building at 630 
Lagauchetiere Street West, 
Montreal. 


THE Members’ LOUNGE 


Hox. OnestmrE Gacnon, P.C. 


LIBRARY AND 
READING Roont 


William $. Munro, president of 
the Quebec Institute smiles 
with fitting pride as Hon. Mr. 
Gagnon cuts the traditional 
white ribbon to declare the 
building open. 














NEWS OF OUR MEMBERS | 


British Columbia 

A. L. Bell, C.A. announces the acquisition 
of the practice at Prince Rupert, formerly 
managed by him as resident partner of A. 
P. Gardner & Co., Chartered Accountants. 
Henceforth practice of the profession will 
be carried on under his own name at 325 
4th Ave., E., Prince Rupert. 


R. J. Casson & Co., Chartered Account- 
ants, announce the removal of their offices 
to the Seymour Bldg., 525 Seymour St., 
Vancouver. 

Munn, Richards, Yeoman & Co., Chart- 
ered Accountants, Vancouver, announce a 
change of name to Munn, Richards, Yeo- 
man & Bonham, Chartered Accountants 
The partners remain the same. 


G. P. Boyle, B.Com., C.A. announces the 
opening of an office for the practice of his 
profession at 1501 West Broadway, Van- 
couver. 


New Brunswick 


Mrs. Erma P. Morrison, C.A. announces 
the resumption of her practice of the pro- 
fession with offices in the Provincial Bank 
Bldg., 698 Main St., Moncton. 


A. W. C. Parsons, C.A. announces the 
opening of an office for the practice of his 
profession at Ste. 3, 123 York St., Frederic- 
ton. 


H. F. Richards, B.A., C.A. announces the 


removal of his office to Ste. 3, 123 York 
St., Fredericton. 


Nova Scotia 


W. A. Brown, C.A. has been appointed 
chief accountant with Fairey Aviation Co. 
of Canada Ltd., Dartmouth. 


Ontario 

Walter A. Gregory, B.A., C.A. announces 
the opening of an office for the practice 
of his profession at 20 Victoria Ave., Ridge- 
town. 

A. Coleman, C.A. announces the removal 
of his office to 1753 Eglinton Ave. W., 
Toronto. 

Matthews Brothers, Partridge & Co., 
Chartered Accountants, announce the re- 
moval of their Toronto office to 434 Uni- 
versity Ave. A general partner of the firm, 
Frank A. Matthews, C.A., formerly of King- 
ston, is now resident in Toronto. 

This firm further announces the admission 
to partnership in their Kingston office of 
Thomas J. De Courcy, C.A. 

R. J. Dallard, C.A. has been appointed 
comptroller of Economy Home Builders, 
Windsor. 

Uddeholm (Canada) Ltd. has announced 
the appointment of James A. Telfer, C.A. 
as secretary-treasurer of the firm. 

Perlmutter, Orenstein & Co., Chartered 
Accountants, 200 Bay St., Toronto and 149 
King St., London, announce a change of 
name to Perlmutter, Orenstein, Giddens, 
Newman & Co., Chartered Accountants. 

E. C. Robinson, C.A. has been appointed 
administrator of St. Catharines General Hos- 
pital. 

Norman F. W. Pragnell, C.A. announces 
the opening of an office for the practice of 
his profession at 221 McGill St., Cobourg. 


Quebec 

A Montreal chartered accountant, Gordon 
M. Waterhouse, C.A., has been appointed 
comptroller for Canadian Overseas Tele- 
communications Corp. 
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INSTITUTE NOTES 


Miss Noreen Rich, C.A. has been named 
secretary of Spar-Mica Corp. Ltd., Montreal. 

Walter I. Sheper, C.A. and Kimiaki 
Nakashima, C.A. who have been practising 
under the firm name of Sheper, Steinberg 
&« Co., Chartered Accountants, announce 
that they are continuing their practice of the 
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profession under the firm name of Sheper, 
Nakashima & Co., Chartered Accountants, 
with offices at 5590 Victoria Ave., Montreal. 
Saskatchewan 

McMillan & Dill, Chartered Accountants, 
announce the removal of their office to 
315 20th St. E., Saskatoon. 


INSTITUTE NOTES 





Freshie Queen Reigns Over Manitoba 
Students 

This year the C.A. Students Society of 
Manitoba decided to go all out in taking 
part in Freshie Week at the University of 
Manitoba. Borrowing five candidates from 
the Faculty of Arts, they held a Freshie 
Queen Contest at a dance at Roseland 
Gardens on September 19 and after much 
professional deliberation handed the sceptre 
to Miss Beverley Zeavin. Fortified by their 
sense of achievement and by Her Majesty’s 
charms, they then entered a float in the an- 
nual Freshie Parade. The float, 65 feet 
long, depicted the contrast between the 
“lowly estate of the slaving student” and 
the “lavish success of the chartered ac- 
countant”. It won second prize. 


Other winners: Barry McKenzie, for low 
gross at the golf tournament on September 
2; Peat, Marwick, Mitchell & Co., for the 
fastball trophy which has just been donated 


Officers of the society elected for 1955- 
36 are: R. G. Scott, president; Cliff Lecuyer, 
vice-president; Don Rice, secretary-treasurer; 
Bill Campbell, John Ducharme, Joe Mazur. 
Gary Staiman, Stan Wylynko. Continuing 
members are Neil Buchanan, Stan Reid, 
Stan Puchniak and Joe Myles. 


Maritime Students at Seminar 


A student from the Bahamas came _ to 
join 76 Maritime C.A. students at a seminar 
in September given at Dalhousie University 
under the direction of Prof. Wilfred Ber- 
man of the Faculty of Commerce. For the 


first time primary, intermediate and final 
students all participated in the seminar which 
took the form of a series of written exam- 
inations and reviews of the papers. Professor 
Berman was assisted by Derek Burton, 
president of the N.S. Institute, C. W. Gurn- 
ham, O. P. Cormier and D. S. Creighton. 


Quebec Students Society 

On October 28 the Quebec Students So- 
ciety held its annual fall dance in the 
Champlain Room of The Mount Royal 
Hotel. Blake Sewell and his orchestra were 
the feature attraction of the evening. 


ONTARIO INSTITUTE NOTES 
C.1.C.A. Conference — A tea was held by 
Mrs. D. A. Ampleford in the Institute li- 
brary on Thursday, September 8, for all 
the ladies serving on the conference com- 
mittees or acting as hostesses for the Sun- 
day afternoon teas. After being received 
by Mrs. Ampleford, Mrs. J. G. Glassco, and 
Mrs. W. M. Brace, the 75 present discussed 
plans with convenors. 


On September 13, the Institute enter- 
tained C.I.C.A. Council members at a lun- 
cheon in the Tudor Room of the Royal York 
Hotel and in the evening dinner parties were 
given for them by Messrs. Glassco, Brace, 
J. A. Wilson, J. R. M. Wilson, Hutchison, 
King and Ampleford. 


Personnel Selection — Apparently the per- 
sonnel selection tests are proving useful as 
the number administered are increasing 
yearly. The tests are available in Toronto 
each Wednesday morning at the Institute 
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and at the following addresses in other 
centres: 

Windsor — Dr. L. Wheelton, 875 Giles 
Blvd. East. 

London — Wm. C. Benson & Company, 
267 Dundas Street. 

Ottawa — Professor W. J. McDougall, 
Carleton College. 

Appointments should be arranged in ad- 
vance. 
Practising Members’ Discussion Group Com- 
mittee of Toronto: The committee has been 
almost embarrassed at the flood of replies 
received to the questionnaire sent to the 
practising members in Toronto concerning 
the proposed discussion groups. Over 200 
replies have been received to date express- 
ing interest in the project and the commit- 
tee is now working to organize the first 
series of meetings. 
Future Dates: The next presentation of cer- 
tificates ceremony will be held in the Royal 
York Hotel, Toronto, at 3:00 p.m. on Fri- 
day, February 10, 1956. J. G. Glassco, 
F.C.A., will give the address of welcome 
to the new members. The 73rd anniversary 
dinner is planned for Friday, March 9, 1956 
in the Royal York Hotel. 
Affiliations: The following have been ad- 
mitted to membership by affiliation since 
the list published in the July issue: H. K. 
R. W. Berne (Eng. ’55); L. W. Burnley 
(Inc. 55); M. S. Brooks (N.B. ’53) J. F. 
Corkish (B.C. 53); W. H. Couper (Scot. 
53); J. J. Kay, (Que. 54); J. McMillan 
(Scot. 52); R. C. Paul (Que. 55); L. G. 
Peskett (Scot. 52); E. T. Savege (Scot. 
38); J. A. Slaven (Eng. ’55); J. R. Swann 
(Eng. ’49); C. L Watson (Scot. 739). 
Life Underwriters Meeting: An invitation is 
extended to C.A.’s to attend a 12.15 lun- 
cheon meeting on Thursday, November 10, 
in the Royal York, Toronto to hear H. H. 
Stikeman, Q.C. speak on “Tax Pitfalls”. 
Tickets $2.50 each from Mrs. Grover, 224 
Rtchmond Street West, Toronto, EM. 
3-3385. 
Formorama: A special public exhibition fea- 
turing modern business forms, equipment 
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and methods is being put on by Moore 
Business Forms Limited at the following 
places on the dates shown. All members 
and students are cordially invited. 


November 9-11 — Royal York Hotel, 
Toronto. 

November 16-17 — Chateau Frontenac Ho- 
tel, Quebec. 

November 22-24 — Mount Royal Hotel, 
Montreal. 


November 30-Dec. 1 — Chateau Laurier 
Hotel, Ottawa. 

Chartered Accountants Hear Talk 
On Electronics 

The first dinner meeting of the 1955-56 
season of the Hamilton and District Chart- 
ered Accountants’ Association was held on 
October 5 at the Royal Connaught Hotel. 
G. H. Cowperthwaite, C.A., a partner ot 
Peat, Marwick, Mitchell & Co., Toronto, was 
the guest speaker and addressed the meet- 
ing on the subject “An Introduction to 
Electronics in Accounting”. 


ONTARIO STUDENTS NOTES 
Study Groups — Discussion groups met in 
Toronto over a period of three weeks be- 
fore the examinations. Meetings covering 
all the examinations were held in the lec- 
ture hall of the C.A. Building with prac- 
tising members conducting the discussions. 
The lecture hall is now equipped with a 
public address system and two microphones, 
one for the speaker and one to handle ques- 
tions from the floor. 


Library — Now open each Monday even- 
ing from 7.45 to 9.45 until June 1956. 


Winter Meeting Series — The series will 
open on November 8 in the C.A. Building 
with a talk on “Electronic Data Processing 
and Computing in Business Applications”. 
A December meeting is being lined up for 
Tuesday, December 13 and details will be 
made known later. 


Fall Dance — The “Audit Hop” will take 
place at the Club Kingsway on Thursday, 
December 1. Tickets will be on sale in 
Toronto offices shortly and full information 
will be supplied by letter. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 








CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





VANCOUVER POSITION OPEN 


Vancouver firm of chartered account- 
ants requires a chartered accountant 
as audit senior. Excellent opportunity 
for a man with initiative and ability 
to finalize. Please submit details of 
academic and _ professional back- 
ground, age, marital status and salary 
requirements in first letter. Our staff 
has been informed of this advertise- 
ment. Box 517. 


CHARTERED ACCOUNTANTS 
OFFICE 
We have openings for graduates and 
students in our offices in Toronto and 
London, Ontario. 


PERLMUTTER, ORENSTEIN & CO. 
Toronto London 
EMpire 3-3044 7-2023 


AUDITING PRACTICE 
Required in Ontario. Reply in con- 
fidence to Box 516. 


RECENT GRADUATE 

C.A., C.P.A., or B.Com. wanted to 
start as assistant chief accountant with 
nationally recognized metals manu- 
facturer. Spendid opportunity to ad- 
vance with growing organization. 
Ability to train and supervise staff 
and make own decisions plus an in- 
terest in credit management essential. 
Avply in confidence to Personnel 
Manager, R. D. Werner Co. (Canada) 
Limited, Oshawa, Ontario. 


CHARTERED ACCOUNTANT 


Toronto head office of large industrial 
company requires the services of a 
chartered accountant. Preference 
will be given to recent graduates but 
all applications will be carefully con- 
sidered. This is a real opportunity 
for the right man to become perma- 
nently established. The company is 
now in the process of large scale ex- 
pansion. Applications should state 
age, education, experience, availabil- 
ity and all information considered 
pertinent. Replies will be treated in 
confidence. Box 518. 


CHARTERED ACCOUNTANT 


Edmonton firm of chartered account- 
ants requires C.A. to manage small 
established branch in Northern Al- 
berta. Applicant preferably should 
be young. Excellent prospects. Reply 
to Box 519. 


CHARTERED ACCOUNTANTS 
Chartered accountant, preferably with 
retail accounting experience, required 
by departmental store in New Bruns- 
wick to serve as controller. This po- 
sition will provide the right party 
with the opportunity of advancing to 
a senior administrative position. Ini- 
tial salary $5,000.00 per annum or 
more depending upon qualifications. 
Apply in confidence to: Mr. H. E. 
Siblin, C.A., c/o Zittrer, Siblin & Co., 
Chartered Accountants, 400 Ontario 
St. West, Montreal, Quebec. 
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TAX AUDITORS 


Are required by the Federal Department of National Revenue in 


various centres in Ontario and British Columbia. 


Starting Salaries — up to $4,170 


Professional qualifications desirable but not essential 


For details, write to 


CIVIL SERVICE COMMISSION, OTTAWA 
Ask for Circular D97 


CHARTERED ACCOUNTANT 
Trust company requires services of a 
chartered accountant for full time du- 
ties. Apply in confidence to The 
Canada Permanent Trust Company, 
320 Bay St., Toronto, attention W. 
Leo Knowlton. 


WANTED 
TAX SPECIALIST 
Chartered Accountant to take full 
charge of tax work in Toronto office. 
Partnership available in due course. 
Box 523. 


WANTED 
Young C.A. graduate or final year 
student to assist with public practice 
in Kingston, Ontario. Partnership 
available to proper party. Apply to 
Box 520. 


POSITION WANTED 
Young chartered accountant, age 25, 
married, seeks interesting and chal- 
lenging opportunity in industry or 
profession. Experience includes one 


year in industry since qualifying. 
Willing to serve for period overseas 
or in U.S.A. Box 525. 


CHANGE OF ADDRESS 
Members and students who change their addresses and advise The 
Canadian Institute of Chartered Accountants of such change should also 
notify their own provincial Institute. 
Periodic reconciliations of mailing lists are carried out but to ensure 
prompt receipt of all provincial Institute mail, it is essential that the sec- 
retary of the provincial Institute be notified directly. 





SUCCESSION 
In due course. Small to medium Eng- 
lish Speaking practice in Montreal. 
Established over 25 years. Would 
prefer junior partner with some pri- 
vate business, but open to suggestions 


which -please outline in first letter. 
Box 524. 


YOUNG 
CHARTERED ACCOUNTANT 
National organization requires a re- 


‘cent graduate C.A. or equivalent as 


internal auditor. Some, but not ex- 
tensive, travelling is involved. Excel- 
lent opportunities for the right man. 
Reply stating qualification, experience 
and salary expected. Box 522. 


WANTED 

Large and expanding Canadian in- 
dustry requires young industrial ac- 
countant with university or account- 
ing degree. Must be thoroughly ex- 
perienced in all phases of industrial 
accounting. Excellent opportunity 
for a capable ambitious person to ad- 
vance to responsible position. Box 
521. 
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PROFESSIONAL CARDS 





PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND-HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


{ Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 
eae 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - - . - Halifax, N.S. 





ROSS & ROBINSON 


Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
: F Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 





McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 
302 Bay Street Toronto 1, Ont. 
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PLAXTON & COMPANY 
Barristers and Solicitors 


Suite 1207, 320 Bay Street - : - Toronto 1, Ont. 


WRIGHT & McTAGGART 
Barristers and Solicitors 
67 Yonge Streei . . - - : - Toronto 1, Ont. 
DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 
Barristers and Solicitors 


Bank of Canada Building . F Montreal 1, Que. 


McMICHAEL. COMMON, HOWARD, KER & CATE 
Barristers and Solicitors 


Royal Bank Building - . . - Montreal 1, Que. 


PHILLIPS. BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. lobn Street - - - Monireal 1, Que. 


STIKEMAN & ELLIOV! 


Barristers and Solicitors 


505 Bank of Canada Building - . Montreal 1, Que. 


PREVOST, GAGNE, FLYNN & CHOUINARD 
Barristers and Solicitors 
Price House, 65 St. Ann Street - - Quebec 4, P.Q. 











THE CANADA PERMANENT 


TRUST COMPANY 


Hon. T. D'ARCY LEONARD, C.B.E., Q.C., President and General Manager 


Branch Managers 


Toronto: W. LEO KNOWLTON, Q.C. Halifax: C. F. MACKENZIE 
Hamilton: J. L. COBURN Winnipeg: A. ROSS LITTLE 
Brantford: J. McINTOSH TUTT Regina: G. A. J. WILSON 

Woodstock: C. G. MITCHELL Edmonton: A. A. MORE 

Port Hope: W. J. HELM Vancouver: H. E. BOND 

Saint John: R. F. WRIGHT Victoria: W. W. EVANS 
Montreal: J. E. NADEAU 


You are invited to consult our Managers at any time for information 
on our services. 


Specializing in 
Professional 


Group 


Continental | Accident and 


Casualty Sickness 
INSURANCE 


Company 


Ross D. HEINS 58 Years of successful underwriting 
Canadian General Manager Claims paid exceed $500,000,000 


HEAD OFFICE FOR CANADA, 800 BAY STREET, TORONTO 
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Canada 


by F. Eugene La Brie, B.A., LL.B., LL.M., D. Jur. 
Author of The Meaning of Income in the Law of Income Tas 
with the assistance of 


Marcel Bélanger, M.A., C.A. 


Here is a new contribution to the interpretation off 
Canadian income tax law. As the title implies, it introduces 
the reader to income tax law and helps him to understand its 
application to the various problems that inevitably arise out of 
any attempt to impose an equitable tax on income. It will also 
be found to be an excellent supplement to class-room lectures. 
Its value in this respect is enhanced by its copious references{_ 
to the authorities. 


Professor La Brie, who lectures on taxation as an associate 
professor of the University of Toronto Law School, was 
assisted in the preparation of this book by Marcel Bélanger, 
Secretary of the Faculty of Commerce and professor at Laval 
University, Quebec. Mr. Bélanger has added to the work 
numerous accounting examples and explanations which 
increase its usefulness for the tax man whether he is in the 
field of law or of accounting. 





The book contains eighteen chapters, 400 pages, with 
Case Table listing over 450 Court and Appeal Board decisions 
cited in the book, and detailed topical index. 


Handsomely bound in a black cover, stamped in gold. 


PRICE $7.50 


‘ 
CCH Canapian LiMiTED 
PUBLISHERS OF TOPICAL LAW REPORT 


1200 Lawrence Ave. W. 411 Transportation 
TORONTO 10, ONT. MONTREAL, 1, P 








